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BUILDING WIRE +: IMPERIAL NEOPRENE JACKETED PORTABLE CAR 


CRESCENT 


VARNISHED 
CAMBRIC 
POWER 


Heavier loads for longer periods of time than tormerly possible are 
obtainable with CRESCENT VARNISHED CAMBRIC CABLE, due to sub- 
stantial improvements in high temperature varnished cambric tapes. 
This general-purpose, industrial power cable provides higher current 
carrying capacity for the same size of copper conductors, together with 
maximum safety and permanence. 


CRESCENT INSULATED WIRE & CABLE CO 
TRENTON, N. J. 


CRESCENT @ 
WIRE and CABLE “= 


MORED CABLE : RUBBER POWER CABLES - VARNISHED CAMBRIC CA 
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low about the Burners 
| in Your Gas Appliances? 


In the gas appliances which you make or sell, or which you recommend—are 
burner units the very best you can obtain? In the future, expertly engineered 
s appliances will command increasing attenticn, not only for results attained, 
also for cost of operation. Gas authorities recognize this, and so do users. 


ber offers today, for appliances rated on natural, manufactured, Butane 
bottied gases, the most efficient and best performing burner units ever avail- 
. On atmospheric pressure, patented Barber Jets, with a unique auxiliary air 
d, deliver a perfectly directed flame of 1900° temperature with complete com- 
stion. Over twenty years of service to appliance makers, nearly 200 of whom 
use Barber Burners, emphasize the superiority of our products. 
make scores of fe nage ee erg pernmeng: SN wageh Be GR Bag Bn ay A 
bign and engineer the burner to sult the engin ou te obtain 
at the most critical point, because the 
Send for Catalog on appliance and conversion burners, and pressure regulators. 


BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


;ARBER BURNERS 
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FAST: EASY 
SAFE 
PIPE 

REAMING 


with this extra-long-taper 
RIAID 


@ You whisk the burr—and 
only the burr—from any 
pipe with easy feather-light 
ratcheted strokes when you 
use RITAID Reamer. No 
thinning of pipe or conduit 
wall, no splitting or flaring 
—because of the 
extra long taper 
of this remark- 
able tool. You 
save pipe — as 
well as work and 
time. Buy it com- 
plete with ratchet 
handle—or if you 
own a Rt 
OOR threader, it 
fits the handle; 
buy the reamer 
unit only. Ask 
your Supply 
House. 


Fe wnNmo dod 








* WORK-SAVER PIPE TOOLS * 


THE RIDGE TOOL COMPANY - ELYRIA, OHIO, U.S. A. 
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Pages with the Editors 


Oz of the by-products of the war emer- 
gency, which, perhaps, has not received 
the attention and discussion that it deserves, 
is the problem of deferred maintenance. With 
the material and man-power shortages, on one 
hand, and the demand to keep every possible 
unit in operation as long as it will turn a wheel 
or otherwise fulfill its function, on the other 
hand, there is no doubt but that many public 
utility properties are wearing out at an ab- 
normal pace under the strain of wartime op- 
erations. 


NATURALLY, accelerated depreciation result- 
ing from deferred maintenance has upset a 
good bit of pretty bookkeeping predicated upon 
normal maintenance and depreciation prac- 
tices. Nowadays, when a unit breaks down and 
has to be replaced years ahead of schedule, it 
is one of those things a utility has to do no 
matter what happens to the fine theories writ- 
ten up in account books. It is futile for hide- 
bound students of rigid accounting principles 
to say, “You can’t do that.” Public service de- 
mands that it must be done. 


THE situation recalls the old tale which 
Uncle Remus told about Brer Rabbit being 


ERNEST RK, ABRAMS 


Can utilities pay the price for postwar expan- 
sion capital? 


(See Pace 217) 
AUG, 16, 1945 


C. J. GREENE 


Putting account books into a procedural strait 
jacket will hardly solve the deferred mainte- 
nance problem. 


(See Pace 225) 


pursued so closely by the hounds that he had 
to climb a tree. “Aren’t you ashamed of your- 
self, Uncle Remus,” protested the small lis- 
tener. “You know very well a rabbit can't 
climb a tree.”. “But, honey,” insisted Uncle 
Remus, “dis yah rabbit jus done had ter climb 
a tree.” 


THE article on the deferred maintenance 
problem in this issue (beginning page 225) is 
by a new contributor to the FortNicHTLy, C. J. 
GREENE, until recently a member of the field 
staff of the Federal Power Commission. Mr. 
GREENE started out in 1913 as the hydraulic en- 
ag for the Oregon Railroad Commission. 

e became chief engineer (also in charge of 
accounts) for the Oregon Public Service Com- 
mission in 1919, and served as a member of 
the committee on statistics and accounts of the 
National Association of Railroad and Utilities 
Commissioners in 1920. It was during this 
time that he attempted, in a minority report, 
to prevent the substitution of the retirement 
method for depreciation accounting. Sixteen 
years later this same group went back to the 
earlier principles advocated by Mr. Greene. In 
1925 Mr. GREENE joined the staff of the Fed- 
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Riley Steam Generating Unit Furnishes Steam 
for Pennsylvaniq Edison's New 31,250-kw. Unit 
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Actual Efficiency—89.77% 



































pe Guaranteed Efficiency—88.51% 

— A comparison of actual performan ce with guar- 
anteed performance when operating at 277,841 
Ibs. per hr., 940 Ibs. pressure, 900°F. 
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8 PAGES WITH THE EDITORS (Continued) 


eral Power Commission, from which he re- 
tired last March, 


> 


R pe by accident we happened to pick up : 
copy of Aristotle the other evenin 
browsed through the writings of the Sa 
genius on politics and ethics who had always 
seemed so dull to us when his works were 
prescribed reading in the classroom, years 
ago, The thought occurred to us that if Aris- 
totle were alive today and looked at some of the 
practices of our government and industry, he 
would be a very indignant man. For one thing, 
Aristotle was firmly opposed to government 
operation of business enterprise. He believed 
that what is everybody’s business is nobody’s 
business. For another thing, Aristotle had his 
own ideas about the morality (or immorality) 
of charging interest on money. P 
Topay, charging of interest is, of course, 
universal and one might say that our economy 
is pretty much based upon it. Aristotle might 
possibly get over that departure from his 
teaching. He might also be able to swallow 
our increasing toleration for government in 
business. But we cannot conceive of him even 
understanding the reasoning behind govern- 
ment in business at interest-free money while 
private business must pay for its use of capi- 
tal. We must confess we never could entirely 
understand it ourselves. Aristotle would prob- 
ably storm back to Parnassus, convinced that 
mankind had become a race of lunatics. 


SPEAKING of the cost of capital, utilities are 
finding it quite a problem to attract capital on 
terms which will compare favorably with gov- 
ernment securtties and the securities of other 
industries. In this issue our well-known finan- 
cial writing expert, Ernest R. Asrams, of 


JUHN ANDEKSON miLLER 


The electric industry has a power load already 
staked to the ground 


(See Pace 229) 
AUG. 16, 1945 


WiLL M. mavurin 


Will postwar public spending usher in another 
era of political carpetbagging? 


(See Pace 234) 


New York city discusses the cost of capital 
to top-flight utilities. 


* 


OHN ANDERSON MILLER, whose article on 
postwar power and the transit business ap- 
pears on page 229 of this issue, will perhaps 
be best known to many of our readers for his 
long service with the now defunct Transit 


Journal. He joined that McGraw-Hill publi- 


cation as an assistant editor in 1 when it 
was known as the Electric Railway Journal, 
and worked up to its editorship in 1930, a post 
which he held until the publication was sus- 
pended in 1942. Prior to his editorial career, 
Mr. MILLER, who graduated from Yale Univer- 
sity (PhB, 15), served as a Lieutenant in the 
Army Engineers during World War I and 
after that, for a short while, served on the 
engineering staff of Public Service of New 
Jersey. Active in a number of engineering 
associations and author of numerous articles, 
principally on transit matters, Mr. Mier is 
presently associated with Michel-Cather, Inc., 
of New York city. 


* 


Wu M. Maupin, whose short article, en- 
titled “Forty Acres and a Mule,” ap- 
pears on page 234 of this issue, is a veteran 
newspaper editor and publisher of Nebraska 
who served two terms as a member of the Ne- 
braska State Railway Commission. 


THE next number of this magazine will be 
out August 30th. 
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> TOUCH AND ACTION KEYED TO YOU 

. that’s what you'll find in the NEW REM- 

ee INGTON, now on unrestricted sale—the 
salt sweetest-running typew riter ever made. Rem- 

d ington Rand research and development en- 
Qe gineers have scored another of their brilliant 


ye" successes, creating a Personal Touch more 


qyutl 


uniform and sensitive, an action more stream- 
lined, than ever before conceived. A new touch, 


"zoe instantly changeable to your own desire—a 
new action, swifter than the fastest-flying fin- 

gers... these are the two features most wanted 

by every typist, and built as only Remington Rand craftsmen can build them. No 
wonder more Remingtons have been bought than any other make! No wonder Rem- 


ington Rand is the FIRST name in typewriters! See for yourself... phone your 
nearest Remington Rand office or representative .. . today! 


BUY AND KEEP MORE. WAR BONDS THE FIRST- NAME IN TYPEWRITERS 
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PREPRINTS FROM PUBLIC UTILITIES REPORTS 


Various regulatory rulings by courts and commissions reported in full text, 
pages 65-128, from 59 PUR(NS) 
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WuLCAR PNEUMATICALLY OPERATED AUTOMATIC SEQUENTIAL 
SOOT BLOWER AND DESLAGGING SYSTEM 


The system designed to use either STEAM or AIR as the blowing medium 


AIR MOTOR DRIVEN ROTARY SOOT BLOWER UNIT 
WITH MULTI-JET HYVULOY, VULCROM, ALVULOY 
OR PLAIN STEEL ELEMENT AND BEARINGS 


<=VULCROMATIC MODEL LG-3 TYPE E-1 
Use HyVULoy up to 1900° F, 
VULcrom or AlVULoy up to 1600° F 
and Plain Steel up to 900° F. 


AIR MOTOR DRIVEN WATER WALL 
DESLAGGERS AND GUN TYPE MASS 
BLOWER UNITS. 


MODEL RW AND MODEL RG=> jy 


12” Nozzle travel eliminates 
the necessity for air cooling 
in high temperature locations. 


Air motor driven long RETRACTABLE MODEL T-2 


For locations in boilers where the gas temperatures exceed 1900° F. 


Use either STEAM or COMPRESSED AIR as the Blowing medium. 
ontinuous or intermittent puff blowing—whichever preferred. 
All units driven with air motors—pneumatically controlled. 
Automatic nozzle position indicators for all retractable units. 
Complete automatic remote control from a conveniently located panel. . 
eumatically operated shut-off valve controlling the blowing medium to the 
system. 
Automatic drainage of the soot blower piping system. 
Automatic recording flow meter to record the steam or air consumption for each 
soot blower unit. 
Reduces Labor and Fuel costs. 
Reduces Maintenance and Operating costs. 


VULCAN SOOT BLOWER CORPORATION 


Du Bois, Penna. 





oo eos Oouhwn— 


— 
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Tuomas R. AMLIE 
Former Representative from 
Wisconsin. 


Wayne A. JOHNSTON 
President, Illinois Central 
Railroad. 


S. B, WILLIAMS 
Editor, Electrical World. 


James LAWRENCE FLy 
Former chairman, Federal Com- 
munications Commission. 


EprroriAL STATEMENT 
The (New Orleans) Times- 
Picayune. 


a 
A. W. Ropertson 
Chairman, Westinghouse Electric 
Corporation. 


EpitorR1AL STATEMENT 
Oakland (California) Tribune. 


Epwarp FALcK 
Director, Office of War Utilities. 


THURMAN ARNOLD 
Former associate justice, U. S. 
Court of Appeals for the District 
of Columbia. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





“Plans for full employment that do not consider spe- 
cific ends and means are politically fraudulent.” 


aa 


“We [railroads] cannot stand still. Our business is 
movement, and we have to keep on the move all the 
time!” 


> 


*. . . tax discrimination is not between public proper- 
ties and private properties but between users and tax- 
payers.” 


‘ 


> 


“Industrial self-regulation is much more wholesome 
than grudging concessions under the whiplash of public 
criticism or governmental coercion.” 


* 


“Frequently overlooked or subordinated in choosing be- 
tween public and private operation is the effect public 
operation has on tax revenues.” 


~ 


“In peacetime, every dollar paid to the government in 
taxes to a greater or less degree reduces normal employ- 
ment or at least is a potential creator of unemployment.” 


> 


“It is estimated that at war’s end our national debt will 
be $300,000,000,000. We should never have believed there 
was that much money, and it may turn out later that there 
wasn’t.” 


“I believe that the vigorous and successful participa- 
tion of utilities in . . . war activities has greatly strength- 
ened their position and the respect in which they are held 
by the public.” 

* 


“I believe that economic forces are moving toward free- 
dom of business opportunity and a truly competitive econ- 
omy in the postwar world. Industrial invention and a new 
age of transportation have created industrial opportuni- 
ties for all sections of this country which never existed 
before.” 


12 
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 be- Businessmen want a quality product, built with 
me: WHEREVER YOU GO precision to operate with precision, and 
designed for long, dependable service. They 
YOU SEE know the importance of being able to select 
BURROUGHS MACHINES freely from a Sanger line of machines. Seer 
want to be sure of having dependable, efficient 
maintenance service. They place importance on 
the technical help that can be given them in 

planning installations and applications. 


Businessmen might buy Burroughs for any one 

of these reasons. Actually, they buy Burroughs 

for all of these reasons. For Burroughs leads on 

all counts—finer products . . . the most complete 

4 line of machines . . . the leading service organi- 

B oughs zation ... experienced counsel. No wonder that 
in big business and small... wherever you go 


IN MACHINES . 
+. you see Burroughs machines. 


IN COUNSEL 
IN SERVICE BURROUGHS ADDING MACHINE CO., DETROIT 32, MICHIGAN 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES + AT DE MAINTENANCE SERVICE + BUSINESS MACHINE SUPPLIE 
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REMARKABLE REMARKS—( Continued) 


EpitoriAL STATEMENT 
The Saturday Evening Post. 


Ep THOMAS 
President, Goodyear Tire & 
Rubber Company. 


Henry HAziittr 
Member, editorial staff, The 
New York Times. 


MatTTHEW WOLL 
Vice president, American Fed- 
eration of Labor. 


T. JEFFERSON COOLIDGE 
Vice chairman, Citizens National 
Committee. 


Epitor1AL STATEMENT 
Industrial News Review. 


Jo Serra 
Writing in Industrial News 
Review. 


AUG. 16, 1945 


“We have been told so often and so emphatically that 
collectivism is ‘inevitable’ that we have come to believe it, 
as if some strange bacterial growth were gnawing at our 
economic vitals and it was too late for an operation.” 


* 


“I think there is one thing which all of us in business 
and labor must never forget, and that is we all have one 
boss, and that is the consuming public; and any time we 
fail to take that into recognition we would be headed for 
trouble.” 


5 


“Tt is the mark of an advanced and wealthy civilization 
that 40 per cent can support themselves and the other 60 
per cent, consisting of housewives, children, the aged, the 
unfortunate, the disabled, and those who are idle from 
choice or the absence of necessity.” 


> 


“Normal trade, normal competition, normal interna- 
tional relationships, such as now obtain between the 
United States and Canada, will continue on the basis of 
free enterprise and do not require the artificial stimula- 
tion of this monstrosity [St. Lawrence seaway] .. .” 


* 


“Let us [each state] spend our own money where we 
can see it being spent, and take care that we spend it well. 
Let us not turn over our money to Washington officials 
to spend in other states; nor beg those officials to obtain 
other people’s money to spend here. A free people must 
be self-reliant and self-supporting.” 


" 


“One of the miracles of American business is that as 
it grows bigger and serves more customers, the cost of 
its services and products, as a general rule, declines stead- 
ily. This process is reversed, however, in the operation of 
government. As a community grows and the taxable as- 
sets are multiplied many times, the cost of government, 
instead of becoming less per capita with the increase in 
the number of customers (taxpayers), generally goes 
steadily upward.” 


aa 


“The way I figure this new 5-buck windshield sticker, 
it is maybe a good idea. You know, if all taxes were 
paid via sticker, it might work out skookum. Let every 
public project be paid for by sticker. . . . there are these 
river and dam ‘authorities,’ like the Missouri valley one 
to cost around $400,000,000. A windshield sticker for this 
MVA would be a $22 baby. And with stamps for all 
projects, everybody would see what they were all about, 
and what it was costin’ them versus everybody thinking 
it was something for Uncle Samuel to pay for, and not 
them.” 





‘ 


the Switching Equipment 


SPECIALIST: 


For over thirty years R&IE has concentrated on the 
business of switchgear manufacturing. The intro- 
duction of R&IE Hi-Pressure Contacts to switching 
equipment has been the most revolutionary and most 
imitated of the major switch developments. R&IE 
is continually searching for refinements, improve- 
ments and other operating advantages. 


Here is shown a production line of 
type HPS, hook operated 
disconnecting switches. 








Type HPS DISCONNECTING SWITCHES .... 


button-type Hi-Pressure spot jaw contacts and ring-type Hi-Pressure hinge contacts. 


LWAY anD INDUSTRIAL ENGINEERING COMPANY 
B, PA....... In Canada — EASTERN POWER DEVICES, LTD., TORONTO 








HORN GAP SWITCHES 


INTERRUPTER SWITCHES 


CUTOUTS AWD 
THERMO-RUPTERS 


SWITCH OPERATING 
MECHANISMS 


BSTATIONS 


OPEN OR ENCLOSED 
ISOLATED PHASE 
HEAVY DUTY BUSES 


KIRK INTERLOCK 
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BRING YOUR BILL ANALYSES 
UP TO DATE 


You can save 50% in time and money with 


THE ONE-STEP METHOD 





ee 


OF BILL ANALYSIS 











LL but current bill frequency data has been rendered obsolete by the 
marked increase in kilowatt-hour sales. How much of this load will 
you retain? 


Now is the time to bring your bill analyses up to date. In addition to a 
knowledge of the existing situation, certain trends may be disclosed which 
will be of considerable value to you in planning your post-war rate and pro- 
motional programs. 


The One-Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and ep ey large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One-Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilitias Division 
102 Maiden Lane, New York 5, N. Y. 


Chicago Detroit Montreal 
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this BALDWIN 


KAPLAN-~TYPE 





eak output 


with varying heads 








Five Baldwin Kaplan-type 
Turbines, with runners 19-ft. 
6-in. in diameter and rated at 
42,000 HP, are installed at 
Watts Bar Dam, part of the 
TVA program. There is a wide 
variation in river flow, and in 
dry seasons a draw-down is 
permitted: head varies from 
60.5 ft. co 40 ft. The Kaplan- 
type turbine is especially 
suited to situations like this. 








are encountered, (2) where flood conditions 


Here's where Baldwin Adjustable -Blade 


cause tail water to rise, and so cause fluctuations 


Turbines can serve you better 


Baldwin Kaplan-type Turbines have high effi- 
ciency over a wide range of output and have a 
good margin of emergency overload capacity. 
They are generally used for heads up to about 
100 feet. 

These turbines are recommended for use (1) 
where wide seasonable variations in river flow 


in head, or where draw-downs cause a similar 
change, (3) where a Hydro plant is used to 
establish and control system frequency. In all 
these situations, the smooth part-gate operation 
of the Kaplan-type turbine and its high effi- 
ciency over a wide range of output, makes it 
the most desirable unit to install. 

Our engineers will be glad to confer with you. 


THE BALDWIN LOCOMOTIVE WORKS - PHILADELPHIA, PA., U.S.A. 


1. P. MORRIS DEPARTMENT, EDDYSTONE, PA. » THE PELTON WATER WHEEL CO., SAN FRANCISCO, CAL. 


AS « TURBINE FOR 


EVERY 


TYPE or 





INSTALLATION 
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1. costs money to have a plumber 
repair leaking faucets and toilet 
bowls—so it’s natural for consumers 
to ignore small leaks for which they 
pay nothing. 


But when you install a system of reg- 
ular meter inspection, test and repair, 
sd that your meters will register at 
least 90% at % gallon per minute, the TRIDENT 
average consumer will be glad to pay WATER METERS 
a plumber to fix the leaks, rather than 
pay higher water bills. 





In this way, water waste is curbed; 
and in those cases where leaks are 
allowed to continue, additional rev- 
enue is obtained for water which 
otherwise would have gone un- 
accounted-for. Your experienced 
Trident representative will be glad Experienced repair-men 

A like the Trident meter be- 
to help you start a meter testing and cause its simplicity makes it 


. easier to repair. They are 
repair program. the best judges of meter 


values . . . ask them. 

















NEPTUNE METER COMPANY,* 50 West 50th Street New York 20, N.Y. 
Branch Offices in CHICAGO. SAN FRANCISCO, LOS ANGELES, PORTLAND. ORE.. 
DENVER. DALLAS. KANSAS CITY. LOUISVILLE, ATLANTA. BOSTON. 

Neptune Meters. Lid.. Long Branch, Ont., Canada 
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s CLEVELANDS 


THE CLEVELAND TRENCHER COMPANY 
20100 ST. CLAIR AVE. * CLEVELAND 17, OHIO 
“CLEVELANDS™ Save More... Because They Do More 
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Save to Win 
with these four simple rules 
of battery care: 


Keep adding approved water at 
regular intervals. Most local water 
is safe. Ask us if yours is safe. 


Keep the top of the battery and 
battery container clean and dry at 
all times. This will assure maximum 
protection of the inner parts. 


Keep the battery fully charged— 
but avoid excessive over-charge. 
A storage battery will last longer 
when charged at its proper voltage. 


Record water additions, voltage, 
and gravity readings. Don't trust 
your memory. Write down a com- 
plete record of your battery's life 
history. Compare readings. 


If you wish more detailed information, or 
have a special battery maintenance prob- 
lem, don't hesitate to write to Exide. 
We want you to get the long-life built 
into every Exide Battery. Ask for booklet 
Form 3225. 





Exide — 


CHLORIDE 
BATTERIES 


...is a vital principle 
of utility operationl 


Conservation of materials is no new story 
to the men who operate public utilities. 
With thrift and efficiency they have always 
planned for conservation. 


They’ve squeezed the last ounce of use 
out of materials and equipment in their 
care . . . and today, that need is intensified. 


One helpful principle to follow is that of 
“Buy to Last—Save to Win.” Buy quality 
products and equipment, then care for it to 
avoid needless replacement. That conserves 
raw materials, labor, and space in factories. 
It frees these productive elements for essen- 
tial war production. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphi 
Exide Batteries of Canada, Limited, Toronto 
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2 BIG REASONS 


for KINNEAR 


DURABILITY 
and EFFICIENCY 


These 2 “plus” fea- 
tures of Kinnear 
Motor Operated Roll- 
ing Doors insure 
savings in time and 
maintenance. 


1. The heavy duty power unit that goes instantly into operation 
when you touch the control button. Remote control switches may 
be located at any point. 


2. The rugged but flexible interlocking steel slats—originated 46 
years ago by Kinnear—and still giving carefree service in many 
doors after 20, 30 and 40 years of continuous use. 


In addition, Kinnear Rolling Doors open out of the way, save 
wall and floor space, clear ground obstructions and, when closed, 
provide an all-metal barricade. Built to fit any opening—any size 
—for old or new buildings. 


Write to The Kinnear Mfg. Co. Factories: 2060-80 Fields Ave., Columbus 
16, Ohio and 1742 Yosemite Ave., San Francisco 24, 
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For years International Power has 
been a partner in the achievements 
of the construction industry. When 
the Pacific war is finally won, and 
International Power is again avail- 
able in needed quantity, it will play 
an important part in the great pro- 
gram of peacetime construction and 
reconstruction. 

International Power includes Trac- 
TracTors, Wheel Tractors, and 
Power Units, both Diesel and gaso- 
line. These time-tested, war-proved 





INTERNATIONAL 
HARVESTER 





tractors and engines bear the stamp 
of International Harvester’s years 
of engineering and manufacturing 
know-how. 

Plan now for your postwar power 
needs, even though the Armed 
Forces must still be given the major 
share of current tractor and engine 
production. Let the International 
Industrial Power Distributor analyze 
those needs with you and recom- 
mend the particular kind and size of 
International Power equipment your 
work calls for. 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avense 


INTERNATIONAL 


Chicage 1, Illinois 


POWER 
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Transite Ducts, 
to rust and rot, actually 


get stronger with age 


ERE’S a ductway which effectively encased in Tramsite are cooler cable 
withstands the corrosive action ofall cause this inorganic material dissij 
types of soil normally encounteredin cable heat more rapidly than ducts with a 
installation. ganic content. Thus cable life is lengthe 


This advantage of Transite Ducts is The permanently smooth bore of! 
shown in a series of tests conducted over ite Ducts makes long cable pulls easy 
a two-year period by an independent re- speeds up replacements. These ducts ¢ 
search agency. Through cinder fills, salt ;, long, lightweight lengths, easy to 
marshes, peat bogs, clay, loam and many dle and install. 
other aggressive soils, laboratory men 
found that these asbestos-cement ducts 
actually became stronger, more durable For details, write for Data Book, @| 
with age. DS410, Johns-Manville, 22 E. J 

As an added factor, underground cables 40th Street, New York 16,N.Y. ™@ 


* * * 
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HYDRAULIC TURBINES 
and 


ACCESSORY EQUIPMENT 


NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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MORE MOBILITY 
MORE ECONOMY 


with DAVEY 
AUTO-AIR 








There are more construction 
jobs which require compressed air 
for a short period of time than 
there are “steady” jobs which need 
trailer-mounted equipment. The having electric welding and 
“short” jobs requiring MAXIMUM _ floodlighting equipment all 
MOBILITY make up the big field mounted on the truck if desired 
in which the Davey AUTO-AIR has — are savings evident to any 
no competition. engineer or contractor. 
The savings from using one engine Durable, time-proved Davey 
to drive both the truck and the AUTO-AIR compressors are 
compressor, of having mobile available in 60, 105, 160, 210 
equipment that can rush air, men, and 315 cfm capacities. Can be 


tools and material to the job, of installed on most trucks. 
PUBLIC UTILITY COMPANIES CAN CUT DOWN COSTS— 


WITH THE MOBILITY OF A DAVEY AUTO-AIR COMPRESSOR 


Write For Free Davey Catalog E-172—Gives full information on Davey 
Compressors, Truck Power Take-Offs and Pneumatic Saws. D-145-48 


KENT + OHIO 
Oe ee a ee ee oe oe oe Ye 
\ 
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EGRY SPEED-FEED may be attached to any standard 
typewriter in one minute, without on in con- 
struction of operation, and with Egry Continuous 
Forms, practically doubles the output of the oper- 
ator since all her time becomes productive. 


EGRY TRU-PAK speeds the writing of all hand- 
written records. Eliminates mistakes and assures 
positive control over all recorded transactions. 


EGRY CONTINUOUS FORMS enable operators to 
write more forms in less time because they elimi- 
nate interleaving and removing loose forms a 
loose carbons, and many other time-consuming 
manual operations. 


EGRY ALLSET FORMS are individually bound sets, 
interleaved with onetime carbons for immediate 
use for either typed or handwritten records. 








EGRY BUSINESS SYSTEMS 


ence of new clerks. Investigate Egry 


© Writing more initial records in less 
time is only one function of Egry 
Business Systems. Equally important 
is the control they give users over all 
recorded transactions, and the fact 
that they eliminate mistakes caused 
by carelessness, thoughtlessness and 
temptation. Many utility companies 
have found in Egry Business Systems 
the answer to such perplexing prob- 
lems as scarcity of help; shortage of 
business machines and the inexperi- 


HE EGRY REGISTER COMPANY, 


Business Systems for your own busi- 
ness. Literature containing complete 
information will be sent on request. 
Or a practical demonstration may be 
arranged at your convenience. There 
is no cost or obligation. Dept. F-816. 


Whi tbrding mg, 


with EGRY 


BUSINESS SYSTEMS 


Dayton 2, 


EGRY CONTINUOUS FORMS LIMITED, King and Dufferin Sts., Toronto, Ontario, Canada 
Egry maintains sales agencies in all principal cities 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





quia ‘watead cent cteml chink tein’ elie cles eal 0” 


Ohio 


s 


Public Utilities Fortnightly August 16, 


~ERCOU 
CONTROLS: 











NOW SERVING THE 


WAR EFFORT 


AND ANXIOUS TO 
SORRY EY CI 


THE ONLY 100 % MERCURY SWITCH 
EQUIPPED AUTOMATIC CONTROLS 











THE MERCOID CORPORATION « 4201 BELMONT AVENUE + CHICAGO, ILLINOIS 
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¢ EQUIPMENT for GAS MEASUREMENT casa CONTROL 
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Among the U. S. submarines and their personnel which have been 
awarded decorations for service against the enemy are the following: 


. Porpoise U.S.S. Haddock *U.S.S. Tang U.S.S. Bang 

. Pike U.S.S. Halibut U.S.S. Apogon U.S.S. Pintado 

. Plunger *U.S.S. Herring U.S.S. Aspro U.S.S. Plaice 

. Pollack U.S.S. Kingfish U.S.S. Batfish var — € 

. Snapper U.S.S. Shad U.S.S. Archerfish USS. Redfish 

. Sungray *U.S.S. Grfyling U.S.S. Sandlance U.S.S. Burfish 

. Drum *U.S.S. Grenadier U.S.S. Picuda U.S.S. Pipefish 

. Flying Fish *U.S.S. Gudgeon U.S.S. Pampanito U.S.S. Piranha 
Finback U.S.S. Seahorse U.S.S. Parche U.S.S. Ronquil 


*Reported missing and presumed lost. 








1.$.$. Pike — from an A 2 ; . : % : ‘ 
ficial U.S, Navy photo “a. a a — Fe gt a 


FOR GALLANTRY IN ACTION 


The U. S. submarines listed have achieved distinction either 
through the bestowal of the Presidential Unit Citation, or the 
awarding of individual honors to their personnel while 





“e 
: engaged in operations against the enemy. 
Yarn (Saee Since the success of these operations attests not only the 
: courage and high devotion to duty on the part of officers and 
crew, but also dependable performance of equipment, we are 
0 more than pleased to state that all of the submarines listed 
as well as many others not represented), are scrved by 


ELLIOTT ELECTRICAL PROPELLING 
MACHINERY—GENERATORS, MOTORS 


FILIOTT 6°74" 
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Due to wartime travel restriction, conventions listed are subject to cancellation. 


z AUGUST z 
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I American Water Works Association, Western Pennsylvania Section, will hold meet- 
ing, Pittsburgh, Pa., Sept. 14, 1945. 





F 


q | het England Gas Association will hold Home Service Development Conference, 
Boston, Mass., Sept. 17-21, 1945. 





4 American Water peete Naas eran Michigan Section, will hold meeting, Flint, 
Mich., Sept. 19, 20, 194 





I Chamber of Commerce of 4 United States will hold board meeting, Wash- 
ington, D. C., Sept. 21, 22, 1945. 





1 ge | Ysis. Conservation Association will hold annual meeting, Austin, Tex., 
ct. 





9 American Water Works Association, Southwest Section, will hold meeting, Oct. 
15—17, 1945. 








merican Water Works Association, California Section, will hold meeting, Los 
ngelés, Cal., Oct. 23, 1945. 








¥ American Water Works js Wisconsin Section, will hold meeting, @ 
Milwaukee, Wis., Oct. 30, 31, 1945 





9 American Water Works Association, North Carolina Section, will held meeting, 
Charlotte, N. C., Nov. 5-7, 1945. 











» | ass, Water Works Association, Virginia Section, will convene, Roanoke Va., 
Nov. 8, 5. 





4 American Water Works Aeon, New Jersey Section, will hold meeting, Atlantic 
City, N. J., Nov. 8-10, 1945. 








G American Water Works Association, Wisconsin Section, will hold meeting, Mil- 
waukee, Wis., Nov. 13-15, 1945. 





7 Fn gece Water Works Association, Florida Section, will hold meeting, Nov. 15—17, 














{ Chamber of Comers 9 the United States will hold board meeting, Wash- ¢ 
ington, D. C., Nov. 30-Dec. 1, 1945. 
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The Cost of Capital to 


Top-flight Utilities 


Analysis by the author of yields of various types of utility 

securities, of special interest just now because of recent pro- 

posals for a more analytical consideration of the cost-of-money 

factor in determining the reasonableness of the return for 
utility service. 


By ERNEST R. ABRAMS 


decision of January 3, 1944, in 

the Hope Natural Gas Case,’ 
regulatory commission and independ- 
ent experts have been scratching their 
heads to devise new methods of valua- 
tion and rate making to supplant the 
fair value and reproduction cost for- 
mulae laid down in the Smyth v. Ames 
decision.* Although the majority opin- 
ion in the Hope Case did not avowedly 
negate the Smyth v. Ames rule, which 


| hr since the Supreme Court’s 


1320 US 591, 51 PUR(NS) 193. 
# (1898) 169 US 466, 42 L ed 819. 
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required consideration of various yard- 
sticks for the judgment of fair value 
in fixing utility rates, it relieved regu- 
latory bodies, in the main, from the 
need of considering specific valuation 
formulae. So long as the end-result 
did not work unreasonable injustice 
“from the company or investor view- 
point,” the court indicated it would not 
interfere in rate prescriptions because 
certain valuation factors, heretofore 
made mandatory by previous decisions, 

had not been given due weight. 
As William H. Anderson, an attor- 
AUG. 16, 1945 
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ney associated with the economics de- 
partment of the University of Wis- 
consin, said in the February, 1945, is- 
sue of The Journal of Land & Public 
Utility Economics: 


The Supreme Court has assured the com- 
missions that it intends to stay within its 
true province as the final arbiter on the pure- 
ly constitutional questions of due process and 
confiscation. It has given the commissions 
the green light on all problems of utility 
regulation; it does not require any particu- 
lar formula or standard of valuation of 
them, so long as they reach just and reason- 
able results. 


F  eginnenag the staff of the New 
Jersey Board of Public Utility 
Commissioners, supplemented by in- 
dependent experts, had been engaged 
for more than a year before the ren- 
dering of the Hope decision on a new 
method of rate determination which 
would protect both ratepayers and in- 
vestors in public utilities—some sort 
of a quasi automatic device that would 
obviate the need of long-drawn-out 
valuation proceedings—it is significant 
that agreement was reached soon after 
the Hope decision was delivered be- 
tween the board and New Jersey 
Power & Light Company on a novel 
scheme of rewarding capital. 

While an agreed valuation or rate 
base was established under the plan, the 
allowable rate of return was to be de- 
termined annually by (1) the over-all 
cost of bond and preferred stock 
money, and (2) an allowance for 
equity capital based on a number of 
factors, most potent of which was an 
“average earnings price ratio” factor 
which was to be established from the 
3-year average ratio of per-share earn- 
ings for the common stock to the aver- 
age market price of the common stocks 
of ten top-flight northeastern Ameri- 
can utilities. 
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Although, at first glance, this might 
appear a nebulous basis of determining 
what a public utility should be per- 
mitted to earn on its equity capital, 
there is, nevertheless, a certain quality 
of exactness about it; the judgment of 
the market has been utilized for meas- 
uring the extent of return to risk capi- 
tal necessary to attract more of it for 
expansion purposes. 


Pigeons it suggests a more au- 
thoritative and precise modus 
operand: than the formula recently 
presented by Dr. John Bauer—noted 
theorist on matters of regulating and 
public ownership. In his article on pre- 
cise regulation in the FoRTNIGHTLY of 
May 10th,® Dr. Bauer suggested that 


Y aceiling of 5 per cent “might be deemed 


reasonable ; perhaps a lower rate would 
be adequate” as a reward for the risk 
of equity capital which top-notch utili- 
ties employ. 

It is not the intent of this writer to 
quarrel with this attitude, per se. How- 
ever, here are some data which speak 
for themselves in connection with 
consideration of reasonable return, in 
general. 

In Table I are presented the June 
15th closing prices, and the yield to in- 
vestors at those prices, of the principal 
bond issues of 20 high-grade utilities 
—the type which Dr. Bauer defines as 
“stable and expanding.” But before 
discussing individual issues and the 
group, it might be well to mention that 
the prices at which corporations reserve 
the right to retire their bonds often 
have a profound effect on their market 
values. Naturally, no investor would 
pay 110 for a 30-year 6 per cent bond, 
even though the yield at that price was 


3 Vol. XXXV, No. 10, page 604. 
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around 5.35 per cent, if the bond could 
be called at the issuer’s option at 103 
on thirty days’ notice. Investors, as 
a rule, will not pay more for a bond 
than par, plus the retirement premium, 
plus the amount of interest that will ac- 
crue during the notice-of-call period. 
A will be noted from Table I, Cleve- 
land Electric Illuminating 3s of 
1970 returned a yield at the June 15th 
closing price of 2.63 per cent—the low- 
est of the 20 issues in the list. On the 
other hand, the 4s of 1965 of Detroit 
Edison Company, which is by all 
standards as high grade an operating 
utility as the Cleveland Company, sold 
at a price to yield 3.41 per cent—the 
highest of the group. This was due 
primarily to the fact that while the 
Cleveland 3s were callable at 107% 
until June 30, 1945, with the call pre- 


e 


mium dropping one-quarter of 1 per 
cent each succeeding year, the Detroit 
Edison 4s were callable at 1054 on Sep- 
tember 30, 1946, at 105 until March 
31, 1948, and at reduced premiums 
thereafter. Two pertinent facts can be 
determined from Table I. 

First, note that even among top- 
credit utilities the cost of money 
borrowed may vary as much as 30 per 
cent. And, second, that the average 
yield obtainable at June 15th prices for 
the 20 issues was 2.9405 per cent, or 
about in line with Dr, Bauer’s estimate 


of 3 per cent. 

ie Table II are presented the divi- 
dend rates of preferred stocks of 

20 high-grade utilities, but not exact- 

ly the same 20 whose bonds are listed 

in Table I. Some of these companies 

have no preferred shares authorized or 


TABLE I 
YIELDS OF THE PrincipAL Funpep Dests or 20 HicH-cRADE Pustic 


Utiuities, BASED ON SALES 


Company and Security 
s—Alabama Power 34 '72 
c—Appalachian Elec. Pr. 33 ’70 
c—Boston Edison 23 ’70 (a) 
s—Brooklyn Edison 3% '66 
s—Brooklyn Union Gas 34 69 
s—Centtal Illinois Lt. 34 ’66 
s—Cleveland Elec. Illum. 3 ’70 
s—Commonwealth Edison 3 ’77 (a) 
s—Consolidated Edison N. Y. 34°58 
c—Con. Gas of Baltimore 34 ’71 
s—Detroit Edison 4 65 
s—Duquesne Light 34 ’65 (a) 
s—Louisville Gas & Elec. 34 ’66 
s—Northern States Pr. 34 ’67 (a) 
c—Ohio Public Serv. 4 ’62 
s—Pacific Gas & Elec. 3 '79 
s—Penna. Power & Light 34 69 
s—Philadelphia Elec. 23 ’74 
c—Toledo Edison 34 ’68 
s—Wisconsin Electric Pr. 34 68 


Average—20 Issues 
(a) Tune 18th sales, all others Jun 


s—New York Stock Exchange. 
c—New York Curb Exchange. 
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oF June 15TH AND 18TH 
Price 
1078 
110 
1048 
1064 
107% 


BSR 
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2.9405% 
e 15th. 
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outstanding. Included are their June 
15th closing prices and the yields at 
those prices. But again the call feature 
enters the picture. Pacific Gas and Elec- 
tric 6 per cent $25 preferred, which is 
nonredeemable, yielded almost 76 per 
cent less in return than did the 7 per 
cent preferred of Jersey Central Power 
& Light Company, which is redeemable 
at 110. 

Yet, the average yield obtainable 
from the purchase of one share each of 
the 20 preferred issues at June 15th 
prices was 5.421 per cent—1.421 yield 
points or 35.525 per cent above Dr. 
Bauer’s figure of 4 per cent. 

AX we all know, actual dividend pay- 
ments are not. the most impor- 


tant factor in the market valuation of 
public utility common stocks. Far more 
important is the balance of earnings 


e 


per share that might be distributed to 
stockholders or placed in reserves to 
their credit. For that reason current 
dividend rates have not been tabulated 
in Table III, in which are listed the 
common stocks of 15 electric, or elec- 
tric and gas, companies and 5 straight 
gas utilities. 

Obviously, no opportunity of re- 
demption influences the sales prices of 
these shares, although the possibility of 
government competition does. This ex- 
plains, in considerable part, why De- 
troit Edison’s capital stock—it has no 
preferred—sells at a price, assuming 
available net earnings were distributed, 
to yield but 37} per cent as much as 
does the common stock of Puget Sound 
Power & Light Company, which is con- 
stantly being plagued by the Bonne- 
ville Power Administration. 

Note from this tabulation that the 


TABLE II 


Yietps or 20 HicH-Grape Pusiic Utitity Prererrep Stocks, 
BaseD ON CLOSING oR ASKED Prices As or June 15, 1945 


Company 
c—Alabama Power 
o—Carolina Power & Light 
s—Consolidated Edison N. Y. ... 


c—Consolidated Gas of Baltimore .. 


o—Consumers Power . 
s—Dayton Power & Light 
s—Duquesne Light 


o—Jersey Central Power & Light .. 


c—Nebraska Power 
s—Northern States Power 
s—Ohio Edison 
o—Oklahoma Gas & Electric 
c—Pacific Gas & Electric 
c—Pennsylvania Edison 


c—Pennsylvania Power & Light .... 


s—Philadelphia Electric 
s—Public Service of New Jersey . 
c—Rochester Gas & Electric 
c—Texas Power & Light 
c—Wisconsin Power & Light 


Average—20 Issues 


*—Asked price. 

s—New York Stock Exchange. 
c—New York Curb Exchange. 
o—Over-the-counter market. 
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Yield 
5.932% 
4.367 
4.608 
3.814 
4.739 
3.982 
4.310 
6.378 


Price 
118 


Rate 
7.00% 


ss 


Cea ensrnaue 


tA 
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1114 6.278 
96.5675 5.421% 
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TABLE III 


June 15TH Sevirnc Prices, Marcu 15TH Earnincs AND YIELDS ON 20 , 
Utitity Common Stocks, Hap Att AVAILABLE EARNINGS : 
Been DIstTrRIBUTED 


Electric Utilities 
b—Boston Edison 


c—Central Hudson Gas & Elec. ... 
c—Cleveland Elec. Illum. ......... 


s—Commonwealth Edison 


s—Consolidated Edison N. Y. .... 


c—Con, Gas of Baltimore 
s—Detroit Edison 
s—Houston Lighting & Power 
s—Idaho Power 
s—Indianapolis Power & Light 
s—Pacific Gas & Electric 
s—Philadelphia Electric 


s—Public Service of New Jersey ... 
c—Puget Sound Power & Light .... 


s—Southern California Edison 


Average—15 Electric 


Gas Utilities 
s—Brooklyn Union Gas 
s—Consolidated Natural Gas 
c—Lone Star Gas 
s—Pacific Lighting 
s—Peoples Gas Light & Coke 


Average—5 Gas 
Average—20 Utilities 
b—Boston Stock Exchange. 


s—New York Stock Exchange. 
c—New York Curb Exchange. 


June 15th March 31st % 
Price Earnings Yield 
$2.19 4.95 
0.56 


= 
A RNA D he Oe 


Vesna Vahoasi 
ASURENGERSSZSS 


N 


WeNIN SO ” 
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6.7104 
6.1236% 








equities of 15 electric, or electric and 
gas, utilities were selling at 17.02 times 
March 31st earnings on June 15th, that 
the 5 straight gas commons were sell- 
ing at 14.9 times those earnings, and 
the combined 20 issues at 16.33 times 
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earnings. On the basis of dividends ac- 
tually paid, which are not shown in the 
tabulation, the straight electric, or elec- 
tric and gas, commons were selling at 
20.57 times returns, the gas equities at 
20.78 times, and the combined 20 com- 
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mons at 20.68 times cash disburse- 
ments. 


B= the significance of Table III is 
its indication that the equity 
shares of the 15 electric or electric and 
gas utilities were priced by the June 
15th market (assuming all earnings ac- 
cruing to these shares were distributed ) 
to pay the buyer 5.88 per cent ; the 5 gas 
utilities on the same basis would have 
returned 6.71 per cent; and the com- 
bined 20 issues were considered 63 per 
cent risks by investors. This is almost 
224 per cent above Dr. Bauer’s guess. 

To complete the picture, C. A. 
Turner, a former statistician for the 
Securities and Exchange Commission, 
now living in Chicago, has consolidated 
the 1944 operating results of 214 elec- 
tric and gas utilities, whose aggregate 
assets total more than $18,000,000,- 
000. From his study it develops that the 
ratio of gross income to the total capi- 
talization of these 214 utilities was 
5.54 per cent; to fixed capital it was 
4.82 per cent. Bond interest was earned 
3.18 times; fixed charges 2.76 times; 
and fixed charges plus preferred divi- 
dend requirements 1.87 times. This 
left 9.11 per cent available for divi- 
dends on the common shares and con- 
tributions to reserves. It develops, 
moreover, that the average interest rate 
on long-term debt was 3.51 per cent— 
one-fifth of 1 per cent under 1943— 
and that the preferred dividend rate 
was 5.32 per cent, compared with 5.66 
per cent a year earlier. 


= reduction in fixed charges and 
preferred dividend requirements 
is, obviously, a product of the refund- 
ing operations which have been carried 
on by operating utilities during the past 
AUG. 16, 1945 
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decade in two distinct and identifiable 
waves. As early as nine years ago, the 
chiseling of interest rates started, to be 
followed a little later by reduction iy 
preferred dividend rates. But as the 
government-controlled wages of capital 
continued to decline, and as the war ef- 
fort, along with wartime taxes, con- 
tinued to destroy any incentive for the 
tisk of capital, the reward for invested 
savings crept even lower. As a result 
numerous utilities have refunded at 
lower rates both their callable bonds 
and preferred stocks, not once but 
twice. 

Sometime, there must and will be an 
end to this sort of thing. Despite the 
expressed belief of certain self-pro- 
fessed “liberals” that interest is an old- 
fashioned concept and that no saver is 
entitled to reward for the use by others 
of his accumulation of denial, the great 
mass of American workers will de- 
mand a higher wage for the use of their 
capital. This country was not converted 
from a wilderness into the most effi- 
cient industrial nation in the world by 
squanderers. It was the savings of the 
common man—the visible evidence of 
the sweat of his brow—that made this 
country what it is today. Moreover, 
since capital, which is nothing but sav- 
ings and their increments, is subject to 
the same laws of supply and demand, 
except when governments start print- 
ing fiat money, as those which affect 
goods and commodities, the cost of its 
hire is bound to fluctuate. 


pong in Table IV is visible 
evidence of the extent to which the 
wages of capital engaged by top-flight 
borrowers has moved from low to high, 
and back to a new low. The first three 
columns record the yields demanded 
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by investors from the highest grade of 
all corporate bonds, while column 4 
lists the yields obtainable from what 
Standard & Poor’s Corporation desig- 
nates as Al+ bonds of public utilities. 
And to merit an Al-+ rating, this sta- 
tistical agency—the world’s largest— 
requires that a utility must earn its 
fixed charges by more than three times, 
or, conversely, that an ample cushion 
of earnings is always available to the 
common stock. Data presented in the 
first three columns came from the July, 
1944, Business Record of the National 
Industrial Conference Board which, in 
turn, secured them from “Basic Yields 
of Corporate Bonds, 1900-1942,” by 
David Durand and published by the 
National Bureau of Economic Re- 
search. The bureau also supplied the 
1943 figure, which was beyond the 
scope of Durand’s book, but the 1944 
data are not now available. 

It will be noted from all four col- 


umns in Table IV that the high interest 
year was 1920; but if yearly figures had 
been tabulated, which they have not 
been to keep the table from assuming 
vast proportions, it would be found 
that 1921 was the high-cost money 
year of the past quarter of a century. 
It will be noted that all types of corpo- 
rate bonds with thirty years to run 
yielded a return in 1943 that was 20.3 
per cent under that of 1900 and 48.4 
per cent under that of 1920. But when 
the highest grade of utility bonds is 
considered—column 4 of Table [V—it 
is found that 1943 and 1944 yields are 
39.4 per cent under 1900 and 60.9 per 
cent under 1920. 


S° far, we have been talking about 
only the highest-credit ratings. 
Suppose we see what investors, willing 
to take a higher degree of risk in the 
investment of their savings, demanded 
as a reward. The average 1944 yields 
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TABLE IV 
Basic YiELps oF HIGHEST-GRADE CorPorRATE Bonps 


10 Years 


Average .... 3.366% 
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3.540% 


(B) 


(A) REGARDLESS 
YEARS TO MATURITY 
20 Years 
3.30% 
3.50 
3.87 
4.20 


OF MATURITY 
Not Shown 

4.34% 

4. 


30 Years 
3.30% 
3.50 
3.80 
4.15 
5.10 


NNNNNSSnASS 
BASIACBRIBSS 





3.382% 4.010% 


A—Conference Board-Bureau of Economic Research data as de- 


scribed in text. 


B—Standard & Poor’s average figures for Al+ bonds, as described 


in text. 
X—Not available. 
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of public utility bonds, as determined 
by Standard & Poor’s Corporation, run 
in this fashion: 


Average 


In other words, while the highest- 
grade utility bonds yielded a return of 
slightly above 2.63 per cent in 1944, 
the lowest grade—those just above the 
level of wallpaper—returned the buyer 
a little over 4.80 per cent to compen- 
sate not only for the hire of his savings 
but to insure him against the risk he 
was taking. 

In his ForTNIGHTLY article of May 
10th, Dr. Bauer said: 

The regulatory policy should be to re- 
quire refinancing wherever a saving can be 


realized and passed on to the consumers 
through rate reductions. 


 F hsvrergtnee aman that’s exactly 
what has happened. All possible 
savings from refunding operations 


have immediately been converted by 
regulatory commissions into rate re- 
ductions for primarily one class of con- 
sumers—householders with the votes. 
What, however, will be the regulatory 
policy if these low-rate bonds mature 
in a high-cost money market? As the 
data in Table IV demonstrate, this 
could happen. Will the commissions 
then permit rate increases to offset 
higher-capital costs, or is this just a 
one-way street? 

The writer read with amazement the 
other day of the sale by a small Iowa 
county-seat town of 20-year 2 per cent 
bonds at a premium, and it brought 
back certain memories—of how, in 
1913, he had bought 20-year 6 per cent 
bonds of the same community at par, 
less an allowance for expenses (that’s 
how we squeezed past the Iowa law 
which said no municipality could sell its 
bonds below face value), to refund an 
issue of 3 per cent bonds sold in 1893. 
No further proof should be needed that 
the cost of money to both public and 
private corporations does wiggle a bit 
over the years. 





Helicopter Key to Transport 


A NEw helicopter, stripped of drive shafts, gears, and 
clutches, and powered by jet or rocket propulsion, will—in 
the not too distant future—“be the new mode of transportation 
which the United States will offer the world as another of its 
industrial miracles,” Joseph S. Pecker of Rotawing Corpora- 
tion told a recent meeting of the American Society of Mechani- 
cal Engineers in New York. 

Declaring that the helicopter of today is too complicated 
for anyone but an expert to handle, Mr. Pecker said that 
while the single rotor helicopter with the antitorque propeller 
is today associated in the public mind as the standard type of 
helicopter, there are other designs claiming recognition. He 
foresaw the elimination of the antitorque propeller which, with 
the saving of weight through the use of jet propulsion, would 
“overcome all inefficiencies.” 


AUG. 16, 1945 224 


i dip = As as ——— -_— <a 


oo eC 





The Deferred Maintenance 
Problem in Utility Accounting 


A system of accounts should not be the final deter- 
minant when it does not provide for the true cost 
of utility operation. 


By C. J. GREENE 


HE humorist, Evan Esar, has de- 
[oes a happy marriage as one 

“where the wife makes allow- 
ances for her husband’s shortcomings 
and the husband for his wife’s outgo- 
ings.” Perhaps, such a definition might 
well be applied to successful and just 
operation of a utility accounting sys- 
tem. The best planned account books 
in the world may run into unexpected 
actual developments in operation where 
allowances are not only desirable, but 
simply have to be made one way or an- 
other or the wheels will stop turning. 
Vice versa, of course, plant operation 
must be planned as much as possible to 
conform with orderly accounting con- 
trol. Intelligent codperation, as in the 
case of a successful marriage, would 
seem to be the keynote. 

Too often, however, the accounting 
system is viewed as an end in itself in- 
stead of as merely a picture or reflec- 
tion (admittedly, as accurate as can be 
obtained) of true cost of public serv- 
ice. When blunt financial demands for 
physical upkeep of plant fly in the face 
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of such pretty, preconceived figures, 
the operator or regulator who dreads 
to take his nose out of “the book” is 
confused if not dismayed. Trying to 
make rigid book concepts, per se, con- 
trol physical facts, however, is as futile 
as trying to regulate the weather by 
monkeying with the thermometer. 

A system of accounts, even though 
it has received the blessing of an adop- 
tion by the foremost regulatory agen- 
cies, may become only an imperfect 
means of recording the true cost of 
public utility service. A prescribed 
system of this kind is not, of necessity, 
the ultimate end sought—when it fails 
to provide specifically for the recording 
of true costs. This end should be 
permitted, if the record can be lo- 
cated within the prescribed accounting 
framework, in the proper place, and the 
item can be adequately identified. Such 
modified accounting would certainly 
seem to apply to the revenue and ex- 
pense accounts of the system of ac- 
counts, for water and irrigation utili- 
ties, which the writer compiled for 
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subsequent adoption by the National 
Association of Railroad and Utilities 
Commissioners in 1921. 

The need for this kind of permissive 
accounting, particularly for mainte- 
nance deferred during wartime, applies 
as well to other utilities, particularly 
electric utilities with steam production 
of energy. Nearly every plant has ac- 
crued a notable amount of deferred 
maintenance. Yet, the income tax divi- 
sion’s rules for application, in this in- 
stance, would seem to indicate that such 
rules, devised primarily for simplicity, 
are often downright inequitable. 


oe regulation of accounts be- 
came effective, it was the practice 
of some utility accountants to carry 
maintenance reserves for boiler relin- 
ing. This practice ought to be allowed 


at least in qualified form. The current 
shortage of labor and materials has re- 
stricted normal utility maintenance ex- 
penditures of all kinds. Boiler lining 
cost is perhaps the outstanding item. It 
is most unfortunate that specific pro- 
visions for maintenance reserves have 
not been made in the prescribed ac- 
counting systems. Certainly there 


should be no valid objection to the cor- 


rection of this deficiency when the 
maintenance accruals are based on av- 
erages developed from the long period 
records of maintenance costs. This 
could be modified when necessary to 
recognize also the effect of the current 
infrequent opportunities to do the 
needed repair work. 

The prevailing situation, at any rate, 
furnishes potent arguments for the use 
of an annual “upkeep allowance.” In 
the reported proceedings of the NAR- 
UC convention of 1920, there can be 
found a recommendation of this writer 
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for the incorporation of this account- 
ing device among other utility ac- 
counts. The writer’s other coincident 
recommendations for functional ar- 
rangement of capital accounts and for 
a provision for adequate depreciation 
accruals, then also rejected, were in- 
corporated in the currently used sys- 
tems of accounts recommended by the 
NARUC in 1936. This accounting de- 
vice has been in use by one northwest- 
ern ytility since-1919. As a part of the 
investigation of that utility’s rates by 
the two state regulatory commissions, 
having jurisdiction over the territory 
served, ultimately expensive mainte- 
nance procedures were discovered. It 
developed that the utility, in order to 
complete within the maintenance ap- 
propriation a work program, dictated 
by absentee supervision, had adopted 
the practice of recurrent annual stub- 
bing, on long transmission lines, of 
only those poles as appeared certain to 
fall down within the succeeding twelve 
months’ period! The inclusion of the 
second year “probables” would have 
been an admittedly cheaper procedure 
in the long run. There were other simi- 
lar, but less serious, examples of un- 
economic maintenance practices, that 
should have been terminated. So, some- 
thing was done about it. 


HE ratio of the total maintenance 

charges for each capital account to 
the total of the average annual balances 
in such account was determined for a 
long period of years. Where justified 
by recently improved standards of con- 
struction, or the expected economies of 
the two-year-in-one stubbing program, 
an appropriate reduction in the long- 
term average ratios was naturally 
made. 





DEFERRED MAINTENANCE PROBLEM IN UTILITY ACCOUNTING 





Recording True Cost of Public Utility 


66 A of accounts, even though it has received the blessing of 

an adoption by the foremost regulatory agencies, may become 
only an imperfect means of recording the true cost of public utility serv- 
ice. A prescribed system of this kind is not, of necessity, the ultimate 
end sought—when it fails to provide specifically for the recording of true 
costs. This end should be permitted, tf the record can be located within 
the prescribed accounting framework, in the proper place, and the item 

can be adequately identified.” 





The sum of this resulting percentage 
for average long-period maintenance 
was added to the established annual 
depreciation percentage to form the an- 
nual “upkeep allowance” for each 
fixed capital account. It would natural- 
ly result that the total annual mainte- 
nance cost would be deducted from the 
total prescribed upkeep allowance for 
the utility, and the balance would be 
credited to the depreciation reserve. If 
a heavy maintenance program for a 
single year seemed ultimately to be 
more economical, the accrual credited 
to the reserve was correspondingly less. 
A low-cost maintenance program prob- 
ably occurring the next year would re- 
sult in correspondingly large credit to 
the depreciation reserve. In short, the 
depreciation reserve became a com- 
bined depreciation and deferred, or 
“predone,” maintenance reserve. 

An interesting and anticipated by- 


227 


product of this procedure was a cessa- 
tion of the headaches that had con- 
fronted plant accountants and mainte- 
nance engineers as to whether an up- 
keep expenditure item was a mainte- 
nance or replacement item. Pole stub- 
bing, a noteworthy example of the dual 
kind, was continued as a maintenance 
item. All minor replacements were 
similarly recorded. 

A late 1944 check up at the utility’s 
office as to a 25-year test of the useful- 
ness of the annual upkeep allowance 
produced this opinion from the con- 
troller : “It is the most useful and prac- 
tical accounting procedure that we 
have, and most satisfactory too, with 
the possible exception, of course, of the 
recording of the payment of our in- 
dividual salaries.” 


H™: another angle: After con- 
sultation with power plant super- 
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intendents (who are in the aggregate 
supervising the production of half the 
kilowatt hours in the U.S.), it becomes 
evident that the average prewar main- 
tenance ratio will be entirely inade- 
quate to measure the war wastage of 
boiler linings under high-load factor 
and short-period replacement condi- 
tions. One such superintendent, after 
sadly comparing the 1944 new year 
photographic records of boiler interiors 
with some just taken, gives his opinion 
that “Twice average maintenance costs 
for the next three years will not be fully 
adequate. Perhaps two and a half times 
average expenditures will be requested 
for all boiler maintenance, about one 
and a third for turbine maintenance.” 
Estimated true cost of current opera- 
tion under such conditions as thus dis- 
closed should be included in current 
operating expense. The extent of such 
inclusion of money not actually spent 
will appear in the appropriate reserve 
accounts in the balance sheet. 


} he is surprising that some regulatory 
bodies have been reported as being 
adversely disposed toward permitting 
the recording of deferred maintenance, 
or to consider its existence in current 


rate proceedings because specific pro- 
vision therefore “is not in the book.” 
They, thereby, make the system of ac- 
counts the “end” instead of a recog- 
nized imperfect means that must be 
corrected to attain the proper end. 
However, the utilities may have been 
remiss in the rate cases in not building 
up an adequate record to prevent such 
conclusions, 

It is all too evident that deferred 
maintenance charges must be consid- 
ered. They should be recorded, prefer- 
ably as a part of an annual upkeep al- 
lowance—regulatory agencies permit- 
ting. 

The consensus of expert opinion 
at this time is that something more 
than the annual average for mainte- 
nance must be considered. 

The Caesar of war-cost operation 
must be rendered his due recognition 
as to cost, or both utility and regula- 
tory agency will suffer the conse- 
quences of a postwar appearance before 
the then lean and hungry tribune of 
public opinion.’ 

1Two members of the public service com- 
mission of Oregon, who made a postwar cor- 
rection to their refusal to allow a telephone 


rate increase during World War I, were re- 
called. 





Electric Utility Established on 
A “Contingent Basis” 


PRESS item states that Isidore Wolfsohn, a Yonkers (New 
York) electrician, ran afoul of the law because he was 
more clever than wise. Consolidated Edison Company inspec- 
tors told the court thut he had tampered with customers’ meters, 
so they called for a reduced bill, and then he split the savings 


with him. 


They estimated that this trick cost Consolidated a million 


dollars in twenty years. 


The court—evidently believing that such enterprise was alto- 
gether too “free”’—said such proceedings were “fraud,” and 
now Isidore is pondering his past in the penitentiary. 
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Postwar Power for: Transit 


How the outlook for electric railway and electric 
trolley coach service promises to affect an important 
segment of the total power demand. 


By JOHN ANDERSON MILLER 


able size of the market for elec- 

tric power in the years follow- 
ing the end of the war. Some think it 
will be considerably smaller than the 
present wartime market. Others pre- 
dict that it will be larger. It is signifi- 
cant, however, that those who foresee 
a larger market base their predictions 
on the assumption that the power in- 
dustry will take aggressive action to 
expand the use of electricity after the 
war. In other words, nobody thinks 
that the demand will automatically ab- 
sorb the whole of the available power 
supply. Under these circumstances the 
outlook with respect to any sizable seg- 
ment of the market that can be gauged 
with reasonable accuracy is worth care- 
ful study. The postwar power require- 
ments of the transit industry constitute 
such a segment. 

In 1944 the power consumption of 
the transit industry in the United 
States was slightly over 7,000,000,000 
kilowatt hours. That is not a major 


k* PERTS disagree about the prob- 
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part of the country’s total power con- 
sumption, but it is by no means a negli- 
gible amount. It is the equivalent of an 
enormous number of home appliances 
and a very considerable commercial or 
industrial load. Moreover, it is an easy 
load to handle because it is delivered in 
bulk at a comparatively few locations. 

What the postwar demands of the 
transit industry will be for central sta- 
tion electric power will depend on two 
principal factors. These are: 

1. The total volume of riding on 
transit vehicles, and 

2. The types of vehicles used to 
render the service. 

The careful studies that have been 
made by the American Transit Asso- 
ciation, the Transit Research Corpo- 
ration, and other authorities offer a 
more than usually good basis for pre- 
diction on these points. 

In 1944 the transit industry as a 
whole in the United States carried 
about 23,000,000,000 passengers as 
compared with a prewar annual aver- 
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age of about 13,000,000,000. So far 
this year the volume of riding has been 
about 7 per cent higher than last year. 
If this rate of increase continues 
throughout the year, an all-time peak 
of 24,500,000,000 passengers will be 


reached. 


Sheng riding will long continue at 
this peak level after VJ-Day is 
not to be expected. Neither is there any 
reason to expect that the industry will 
plunge rapidly downward into oblivion 
when wartime restrictions on the use 
of private automobiles are removed. 
An analysis made by the ATA indi- 
cates that riding will continue for 
many years well above the prewar 
level. 

This conclusion is based on two 
things : In the first place the population 
of the country is increasing steadily. 
The rate of increase has diminished 
slightly in recent years, but the satura- 
tion level will probably not be reached 
before the year 2000, when it is esti- 
mated that the population will be ap- 
proximately 180,000,000. Urban popu- 
lation has generally tended to increase 
more rapidly than total population. 
This trend may be partly or fully offset 
by future decentralization ; but, in any 
event, the population of urban and 
suburban areas, where the greatest 
amount of transit service is rendered, 
will undoubtedly show a substantial in- 
crease during the next 25 years. 

In the second place, the saturation 
point of automobile ownership appears 
to be rapidly approaching. Long-range 
studies show that the demand for pas- 
senger automobiles will tend to become 
stabilized at about 25 per hundred per- 
sons, In 1942 actual registrations were 
approximately 224 per hundred per- 
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sons. Since that time there has been a 
considerable drop. The downward 
trend will probably be reversed after 
the war, but it is evident that the transit 
industry is not likely to be subjected to 
competition of a great deal more seri- 
ous nature than it has experienced in 
the past. 


Ly the combination of increasing 
population and stabilized automo- 
bile ownership results in producing a 
volume of transit riding at or above the 
prewar level, a question arises as to 
how to provide the necessary service. 
Much of the transit industry’s equip- 
ment was old before the war and it has 
had hard usage during the past three 
years. 

One high transit authority pre- 
dicts that the industry’s entire fleet of 
vehicles will have to be replaced at an 
early date. While it is doubtful that 
modernization will be carried to that 
extreme, there is no escaping the fact 
that a tremendous number of new ve- 
hicles will have to be purchased at the 
earliest opportunity. The industry’s fu- 
ture demand for central station power 
will depend, of course, on the types of 
vehicle selected for the modernization. 
Present indications are that electricity 
will offer automotive propulsion much 
keener competition than seemed in 
prospect a few years ago. 

Today the transit industry in the 
United States has a total of about 89,- 
000 vehicles. Of these, 27,000 are 
streetcars, 10,000 are subway and ele- 
vated cars, 4,000 are electric trolley 
coaches, and 48,000 are motorbuses. 
Before the war the total was about 80,- 
000 vehicles, and it may be expected to 
return to approximately that figure 
after the war is over. 
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Transit Industry in 1944 


'T4 I“ 1944 the transit industry as a whole in the United States carried 

about 23,000,000,000 passengers as compared with a prewar an- 

nual average of about 13,000,000,000. So far this year the volume of 

riding has been about 7 per cent higher than last year. If this rate of 

increase continues throughout the year, an all-time peak of 24,500,- 
000,000 passengers will be reached.” 





is the forefront of the problem of 


transit modernization is the ques- 
tion of what to do about electric sur- 
face railways. Of their present total of 
27,000 cars, fewer than 3,000 are of 
really modern design. Perhaps 3,000 
others are sufficiently modern to oper- 
ate with fair efficiency, but at least 20,- 
000 are definitely outmoded. Will the 
transit industry replace these cars with 
modern cars, or will it convert the 
lines on which they run to electric 
trolley coach or motorbus operation? 

Probably it will do some of each of 
these things. Transit officials point 
out that the industry’s 27,000 street- 
cars are carrying as many passengers 
today as its 48,000 motorbuses. They 
believe that the large carrying capacity 
of the streetcar gives it a definite ad- 
vantage on heavy traffic routes in large 
and medium cities. A total of 16,000 
Streetcars are now in operation in 
cities of more than 500,000 population. 
Most of them are on fairly heavy traf- 
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fic routes which are likely to be re- 
tained as rail lines. 


MPORTANT improvements in street- 
car design have been worked out 
during the past year by Transit Re- 
search Corporation, successor to the 
Electric Railway Presidents’ Confer- 
ence Committee which introduced the 
so-called PCC car in Brooklyn in 
1936. The outstanding features of rub- 
ber-cushioned wheels, smooth and 
rapid starting and stopping, and quiet 
operation, which have made this type 
of car extremely popular with the rid- 
ing public, have all been retained. Elec- 
tric braking, however, has now entire- 
ly replaced air braking and improve- 
ments have also been made in window 
arrangement and ventilation. It is an- 
ticipated that the transit industry will 
purchase about 500 cars a year of this 
type after the war is over. This predic- 
tion is substantiated by the fact that 
WPB recently gave tentative approval 
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for the construction of 600 new street- 
cars in 1946. 

Large-scale substitutions of rubber- 
tired vehicles in place of rail cars may 
be expected in cities of under 500,000 
population. Although it is interesting 
to note that Dallas, Johnstown, and 
Louisville have recently ordered PCC 
cars to modernize some of their rail 
lines, these instances are probably ex- 
ceptions to what will be the general 
procedure. Most of the present 11,000 
rail cars in the medium and small cities 
will undoubtedly be replaced by electric 
trolley coaches or motorbuses. 


— success that has attended the 
establishment of new trolley coach 
lines in recent years affords reason to 
believe that this type of vehicle will be 
selected for a large part of the conver- 
sion. 

Polls taken of transit riders in 
various cities have indicated that the 
trolley coach is the most popular of all 
types of transit vehicle. This is con- 
firmed by statistics which show that 
trolley coach riding has increased 232 
per cent since 1940, while transit rid- 
ing as a whole has increased only 77 
per cent. On one system in a city of 
about 300,000 population the substitu- 
tion of trolley coaches in place of street- 
cars is estimated to have brought in 
$1,000,000 in extra revenue. 

The reliability and economy of op- 
eration of the trolley coach make a 
strong appeal to transit management. 
While it is impractical to set up any 
general figures on operating costs, it 
may be noted that in one typical in- 
stance trolley coaches are costing 3 
cents per mile less than motorbuses 
and 6 cents per mile less than streetcars. 

Plans have already been announced 
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for expansion of trolley coach opera. 
tion in a number of important cities, 
These include Akron, Atlanta, Boston, 
Chicago, Cincinnati, Cleveland, Dallas, 
Detroit, Indianapolis, Providence, San 
Francisco, and Youngstown. In some 
instances the trolley coaches will be 
substituted in place of rail cars. In 
other instances they will replace motor. 
buses. Altogether it may be expected 
that about 1,000 new trolley coaches a 
year will go into service after the war 
is over. 


emery the most significant thing 
about the outlook for electric 
transportation is the prominent part it 
plays in general postwar transportation 
improvement plans. At Detroit, the 
automotive capital of the world, a plan- 
ning commission has recommended an 
elaborate system of new expressways 
for automobiles, but these expressways 
are so designed as to provide facilities 
for electric railway operation in re- 
served strips in the center. In Massa- 
chusetts a special commission has rec- 
ommended to the legislature the ex- 
pansion of rapid transit facilities to 
cover a much greater part of the Bos- 
ton metropolitan area. The plan in- 
volves some 70 miles of extensions to 
the present system and the purchase of 
nearly 500 new electric railway cars. 
The commission points out that the 
construction cost of these rapid transit 
improvements, serving some 2,000,000 
people a day, is about the same as that 
for the construction of one automobile 
express highway through Boston. 
San Francisco plans are under discus- 
sion for the modernization of trans- 
portation service by the purchase of 
several hundred new electric cars and 
trolley coaches. 
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apps: vs considered, a good es- 
timate is that the transit indus- 
try’s postwar total of 80,000 vehicles 
will be made up of approximately 10,- 











nce, San fM 000 surface streetcars, 10,000 subway 
In some MM and elevated railway cars, 12,000 elec- 
will be MM tric trolley coaches, and 48,000 motor- 
cars. In MM buses. This would represent a decrease 
: motor. MM of 9,000, or about 22 per cent, in the 





number of vehicles now operated by 
central station power. It is a much 
smaller decrease than has been foreseen 
by some automotive enthusiasts who 
have not hesitated to predict the almost 
complete disappearance of electrically 
operated vehicles in local transit serv- 
ice. 

From the standpoint of central sta- 
tion power load there is not much dif- 
ference between a streetcar and a trol- 


xpected 
aches a 
the war 









t thing 
electric 
part it 
rtation 
it, the 










POSTWAR POWER FOR TRANSIT 


is nearly the same, as is the demand 
made by auxiliary equipment such as 
lights, heaters, etc. In some instances, 
however, the popularity of the trolley 
coach has necessitated the operation of 
increased service in the off-peak hours, 
thereby increasing the power demand 
slightly at that time. 

What will happen after the war to 
the transit power load in any individ- 
ual city will depend on the moderniza- 
tion program of the particular local 
transit system operating there. On a 
national basis, however, it may be pre- 
dicted that the power industry will re- 
tain about 78 per cent of the business 
which it is now getting from the transit 
industry. This may be an important 
factor at a time when it appears that a 
surplus of generating capacity will be 
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in No Municipal Ownership 

Bos- eo [Houston] city council apparently has embarked 

n in- on a time-wasting consideration of a proposal for the 

ns to city to buy the Houston Electric Company bus system and 

sil operate it as a municipal service. It does this at a time when 
all over the nation there is a growing conviction that there 

Cams. should not be too much government in business. 

| the “The administration of Houston’s city affairs is big business 

ansit in itself, with well-defined functions, responsibilities, and du- 

,000 ties. Council members and city employees have a full-time job 

that nd the duties for which they were elected and em- 

oyed. 

obile Ei unicipal ownership’ has been used as a political catch 

ston. phrase until many persons think benefits and savings inevitably 

cus- follow the city’s launching into any sort of business. Nothing 
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could be farther from the truth. Some services are normal func- 

tions of a governing body and others render better and less 

costly service when privately owned and operated.” 
—EpIToRIAL STATEMENT, 
Houston (Texas) Chronicle. 
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“Forty Acres and a Mule” 


The author, a former state railway commissioner, 
looks askance at the Hill Bill for a Rural Telephone 
Administration. 


By WILL M. MAUPIN 


OMPARATIVELY few men are alive 
(:: today who can remember the re- 
construction days of 1865-75. 
This writer, who is no spring chicken 
either in years or in utility regulation 
experience, can recall the latter years of 
that tragic era. He remembers reading 
about what was then going on in the 
stricken South, and recalls what his 
father, a war veteran, said about it. 
Most vivid in his memory is the 
promise those riotous and dishonest 
carpetbaggers gave the newly emanci- 
pated Negroes in exchange for their 
votes—a promise never kept—‘Forty 
acres and a mule.” 

Who are the carpetbaggers of to- 
day? What manner of things are they 
promising, and to whom? This some- 
what aged writer takes note of the 
most recent example of carpetbaggery : 
a promise to the six million farmers in 
the country. This time, instead of a 
mule and two score acres, it is a tele- 
phone at the expense of all taxpayers. 
It is the Hill Bill providing for another 
alphabetical monstrosity called the 
Rural Telephone Administration, to be 
commonly known as the RTA. 


AUG. 16, 1945 


Enough has already been written 
about this bill to explain its avowed 
purpose. But it is not what has been 
explained that counts ; it is what has not 
been explained. Neither its author nor 
its supporters have said, and perhaps 
will not admit, that it is just another 
step in the trend towards Federal con- 
trol, and finally government owner- 
ship, of all public utilities. Of course, 
it would begin as a lending agency. 
Will it stop there? If so, there is no 
need for it. Farmer mutual telephone 
companies can borrow from the FCA. 
Commercial telephone companies can 
borrow from the RFC. Why the new 
plan for still another agency, a new bu- 
reau, to have the government, meaning 
all of us, provide the money for the 
expansion of rural telephone usage for 
the relatively few who will need it? 


F.. ghia of the bill have made 
much whoopee of what they con- 
sider the scarcity of telephones on 
farms. All of us would like to see every 
farm equipped with a telephone, a trac- 
tor, a television radio, and a hundred 
other fine modern devices. There are, 
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by the way, a lot of people living in 
cities and towns who could well use a 
few more handy gadgets of one kind 
and another. There just aren’t enough 
ways to put three letters of the alphabet 
together to take care of everything. 

Senator Lister Hill, introducer of 
the RTA Bill, hails from Alabama. 
Now Alabama is a great state, having 
a population of 2,842,961 and 231,746 
farms. Iowa, another great state, has 
about the same population and number 
of farms. But Iowa has nearly twenty 
times as many telephones on its farms. 
Why the difference? No doubt Sena- 
tor Hill knows the answer full well. 

It is not that the telephone companies 
in his state are unwilling or unable to 
furnish service. It is because the farm- 
ers are unable to pay for it. This 
writer does not believe that the Hill Bill 
seriously contemplates giving telephone 
service to all the farmers who cannot 
afford it, but that the real intent is to 
further the trend toward Federal bu- 
reaucratic control that will approxi- 
mate government ownership. 

It must be admitted that even the 
prosperous farmers of the northern 
states do not all have telephones. Many 
of them discontinued service during 
the terrible ten years of drought and de- 
pression. In the war years following, 
the lack of materials and man power 
and Federal wartime restrictions have 
made it impossible for the telephone 
companies to meet the demand for rural 
service, much less promote it. In spite 
of all that, there has been a tremendous 
gain in recent years. 


































w= the war lasts, government 
is no more able to increase the 
number of rural telephones than is the 
telephone industry. After the war, 
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there may be an opportunity to expand 
farm telephone usage. There will also 
be opportunities to expand in many 
other fields. The issue is, then, whose 
job will it be to take advantage of those 
opportunities? Private industry’s—or 
the government’s ? 

This writer is interested in this con- 
troversy only because of his experi- 
ence as a public utility commissioner. 
He knows that the telephone service 
of the nation is today the best in its 
history. He knows that the rates, local 
and long distance, are today the lowest 
in the industry’s history ; and he knows 
that the taxes paid by the telephone in- 
dustry are today 200 per cent more 
than they were twelve or fifteen years 
ago. He also knows that the industry 
is fully able to take care of any needed 
expansion of rural telephones just as 
soon as the war is won, and man power 
and materials become available. They 
know how to do the job; they can get 
the needed capital; and they are anx- 
ious to furnish the service. 

Regardless of who may furnish 
rural telephone service, the plain fact 
is there is no profit in it, and therefore 
little chance of lower rates. This has 
always been true, yet the industry has 
always wanted to gain rural telephones, 
because they make the city and business 
telephone part of the industry more 
profitable. Merchants in the small 
cities and towns want their trade area 
well supplied with rural telephone serv- 
ice. The nearer the rural areas are sat- 
urated with telephones, the more those 
merchants are willing to pay for their 
telephones, and the more profitable are 
the toll lines. 


a peau in the Hill Bill points to 
allocating money to new tele- 
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Enactment of the Hill Bill 


. wi Gene enactment of the Hill Bill into law will not of itself increase 
the number of telephones on farms. It will do a number of things, 
however. It will add another alphabetical commission to the already too 
many. It will add from twelve to twenty thousand names to the Federal 
payroll. It will add to the now swollen army of Federal snoopers into 
private business. It will bring about a destructive competition that will 
sooner or later result in increased rates to avoid bankruptcy.” 





phone organizations that are not self- 
liquidating. Obviously it is not de- 
signed to furnish telephone service in 
the areas where the farmers cannot af- 
ford to pay. It is not really a Hill Bill 
for hillbillies! It will, in effect, mus- 
cle in where there is an opportunity to 
make the project pay out. But these 
areas are already served. In these 
areas, 80 per cent of the farms without 
telephones are located close enough to 
existing lines to permit the farmers 
who want service to get it by paying 
only the regular charges. 

Why a law that will permit the 
building of competing telephone lines, 
compelling business firms to pay for 
two telephone services, and taxing 
everyone to build competitive lines to 
serve a few who could be served better 
and more economically by the existing 
industry ? 

The enactment of the Hill Bill into 
law will not of itself increase the num- 
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ber of telephones on farms. It will do 
a number of things, however. It will 
add another alphabetical commission 
to the already too many. It will add 
from twelve to twenty thousand names 
to the Federal payroll. It will add to 
the now swollen army of Federal 
snoopers into private business. It will 
bring about a destructive competition 
that will sooner or later result in in- 
creased rates to avoid bankruptcy. 


HE provisions of the Hill Bill are 

such as to further encroach upon 
the right of a sovereign state to man- 
age its own purely internal affairs, and 
just one more step added to the many 
to further encroach upon the functions 
of state utility commissions. It gives 
to the telephone authority administra- 
tor the right to fix telephone rates with- 
in a state, a right now guaranteed to 
state utility commissions. State stat- 
utes fix the rates of interest that may 
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be charged by lending agencies, and the 
statutes enable state commissions to fix 
telephone rates, which are based upon 
the value of the telephone property 
used and useful in rendering service. 
The Hill Bill is another step toward 
the goal of giving the Federal govern- 
ment full jurisdiction over the interest 
rates that may be charged by private 
lending agencies. Private lending 
agencies cannot, of course, collect taxes 
from the general public and lend the 
money thus collected, but the Federal 
government can, and does. It is easy 
to raise money by taxing everybody 
and then lend it at rates that no private 
lending agency can meet. In plain 
words, the private individual who by 
thrift and industry has built up some 
savings should not be taxed in order to 
provide the less thrifty and industrious 
with money at a low rate of interest. 


| prsage the promoters of the Hill 
idea have something more in 
mind than merely affording telephone 
service to farmers. But they proceed 
cautiously, even pussyfootedly. It is 
their first attempt to have the Federal 
government take over the entire tele- 
phone industry. The next step will be 
to take over all international communi- 
cations services. When that is done 
they will want to take over the long- 


distance lines in the United States to 
codrdinate them with the international 
lines—and then they will claim that 
they need the local exchanges in order 
to codrdinate the whole. The Hill Bill 
is merely the nose of the camel. Once 
its nose is under the tent the rest will 
be comparatively easy. Why, then, do 
the proponents of the Hill Bill fail to 
admit that their ultimate aim is govern- 
ment ownership and control of the en- 
tire telephone industry of the nation? 
Why the specious argument that they 
are deeply interested in the farmers? 
That has always been the plea of the 
political demagogue! 

If there are some who believe the 
Hill Bill is neither socialistic nor com- 
munistic—who want to take it at its 
face value—they must admit it is.cer- 
tainly paternal. This country did not 
grow great and strong by following the 
ideas of starry-eyed dreamers, but by 
human initiative, human industry, and 
willingness to endure hardships and 
dangers in order to better conditions. 
Work, not mere words, is the keynote 
of human progress. What the people 
of America want most is the opportu- 
nity to do something for themselves 
within the limits of justice to others, 
not having the government doing 
things for them that they can do better 
if given the privilege. 





More Business in Government 


(a4 Ei. world really ought to be run, not by statesmen, but by farmers, 

businessmen, scientists, engineers, and the working people. 
Farmers want to grow things. Businessmen want to make and sell things. 
Workers want jobs and decent, uninterrupted living. Scientists and 
engineers want to find ways to accomplish all these helpful purposes. 
Government should be employed mainly as a policeman to keep trouble- 
makers out of the way, and to some extent as a codperative to maintain a 


” 


few public services... . 


—WHEELER McMILLen, 
Editor in chief, Farm Journal. 
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Government Utility 
Happenings 


HE whole theory of “government in 

business,” as represented by the 
hundred or more government corpora- 
tions now engaged in a variety of busi- 
ness or quasi business enterprises, is due 
for a most critical analysis in the months 
ahead. A staff of more than 1,500 public 
accountants is being assembled by Con- 
troller General Lindsay C. Warren to 
audit the books of these concerns and to 
report to Congress not only upon their 
financial condition, but upon the man- 
ner, scope, and legality of their opera- 
tions. Everything from the Panama 
canal and Tennessee Valley Authority 
down through the ranks of the minor 
corporate satellites of the Reconstruc- 
tion Finance Corporation — and includ- 
ing the RFC itself—is due to come un- 
der this quizzical microscope. 

It is a foregone conclusion that a con- 
siderable amount of heat will accompany 
whatever light is shed by this inquiry. 

Authority for the audit was contained 
in the George Bill of last winter which 
separated the functions of the Federal 
Loan Administrator from those of the 
Secretary of Commerce — the principal 
by-product of Henry Wallace’s fight for 
Cabinet confirmation. The pertinent sec- 
tion of this bill, § 5, was sponsored by 
Senator Harry F. Byrd of Virginia, long 
the most vocal congressional foe of gov- 
ernment’s “intrusion” upon private busi- 
ness. This is the most decisive victory 
the Virginia Senator has won in his 12- 
year fight against many aspects of the so- 
cial and economic program of the New 
Deal. 


Mx government corporations exist 
in a realm of obscure legal reality, 
somewhere between the poles of private 
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enterprise and state socialism. Their pre- * 


cise status is a bone of endless conten- 
tion. Some, such as TVA, were created 
by legislative enactment. Others, and 
this is typical of most of those identified 
with the war program, such as Metal 
Reserves Corporation, have come into 
being through the simple genetics of an 
executive order of the President. They 
are financed, in the beginning at least, 
from government funds, but their re- 
sponsibility is often ambiguous. There 
are about a hundred of them—and con- 
jecture extends even that fact—with as- 
sets in the neighborhood of $20,000,000,- 
000 


Section 5 of the George Bill provides 
that all of these corporations “shall be 
audited by the General Accounting Of- 
fice in accordance with the principles and 
procedures applicable to commercial cor- 
porate transactions.” That is something 
new in the field of government book- 
keeping. It further requires that a re- 
port shall be made to Congress annually 
on each corporation, showing in detail 
(a) what its current financial condition 
is; (b) an analysis of profit and loss 
positions, with particular reference to the 
source and application of funds; (c) an 
analysis of its operations and of its busi- 
ness and financial management; (d) an 
analysis of its operations in relation to 
its legal authority; and (e) “such rec- 
ommendations with respect thereto as 
the Controller General may deem advis- 
able.” 


* * * * 


ECRETARY of Interior Ickes on July 
18th announced the allocation of ap- 
propriations aggregating $3,200,000 for 
the preliminary work on the various 
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GOVERNMENT UTILITY HAPPENINGS 


hases of river development under the 
jurisdiction of his department. The 
Reclamation Bureau, which would be 
suthorized to construct a number of large 
dams and reservoirs and to bring irriga- 
ion to 4,760,000 acres of farm land, was 
alloted $1,710,000. 

Other allotments were $936,000 to the 
Geological Survey, $252,000 to the Fish 
and Wildlife Service, $200,000 to the 
Bureau of Mines, $37,000 to the Office 
of Indian Affairs, $26,000 to the Na- 
tional Park Service, and $6,500 to the 
Grazing Service. 

Ickes said these funds would provide 
for engineering studies and plans suffi- 
cent to enable the construction work to 
be started as soon as the Japanese war 
ends, if additional funds are then appro- 
priated by Congress. 


* * * * 


N connection with the allocation of 

funds for studies preparatory to con- 
struction of the Reclamation Bureau’s 
Missouri valley projects, Secretary of 
the Interior Ickes announced that the 
Missouri Basin Inter-Agency Commit- 
tee, which met in Omaha on July 19th, 
plans coordination of Missouri valley 
improvements. 

Governor Phil M. Donnelly of Mis- 
souri was designated as one of four gov- 
ernors to represent the Missouri River 
States Committee at this conference. 
The others were Governors Sam C. 
Ford of Montana, Dwight Griswold of 
Nebraska, and Lester C. Hunt of Wy- 
oming. They were named by Governor 
M. Q. Sharpe of South Dakota, chair- 
man of the Missouri River States Com- 
mittee. (Ralph E. Duffy, chief engineer 
of the Missouri Public Service Commis- 
sion, was later named to represent Gov- 
ernor Donnelly at the meeting. ) 

In the absence of a Missouri Valley 
Authority, the Missouri Basin Inter- 
Agency Commiteee has been set up as a 
voluntary organization to codrdinate the 
$1,500,000,000 development program for 
the Missouri valley, authorized by Con- 
gress in the 1944 Flood Control Act. It 
is composed of representatives of Fed- 
eral departments and agencies concerned 
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with various phases of the big flood- 
control, irrigation, power, and naviga- 
tion plan. 

The inter-agency committee is com- 
posed of representatives of the depart- 
ments of Interior, War, and Agricul- 
ture, and the Federal Power Commis- 
sion. 

Representatives of the committee at 
the Omaha meeting were. for the In- 
terior Department, H. D. Comstock, Bu- 
reau of Reclamation, Billings, Montana; 
for the War Department, Brigadier Gen- 
eral R. C. Crawford, division enginees 
of the Corps of Engineers, Omaha; £ 
the Federal Power Commission, acting 
regional engineer, Chicago; for the De- 
partment of Agriculture, A. E. McCly- 
monds, soil conservation service, Lin- 
coln, Nebraska. 

At the Omaha meeting on July 19th it 
was announced that the Missouri Basin 
Inter-Agency Committee would meet 
thereafter monthly at different places 
throughout the Missouri valley to get 
viewpoints on basin developments. The 
second meeting was scheduled to be held 
in Omaha on August 16th, and the third 
at Billings, Montana, on September 20th, 
with exact dates of subsequent meetings 
to be announced later. 


* 


RIGADIER General Crawford, Army 
Engineer in charge of the Omaha 
meeting in July, admitted that the Mis- 
souri Valley Authority Bill had been 
discussed, but declined to say who had 
brought up the question and what dis- 
position was made of it. General Craw: 
ford insisted that the function of the 
inter-agency committee was to get along 
with planning of Missouri valley devel- 
opment, regardless of whether Congress 
should later adopt the proposed Missouri 
Valley Authority Bill or reject it. The 
responsible agency was yet to be decided 
upon, he stated. 

Some observers were inclined to be- 
lieve, however, that continued progress 
on the work of developing the Missouri 
valley through the joint efforts of the In- 
terior Department and the Army Engi- 
neers while MVA legislation marks time 
in Congress might have the effect of les- 


AUG. 16, 1945 





PUBLIC UTILITIES FORTNIGHTLY 


sening the chance for final approval by 
Congress of a bill which would set up an 
entirely new single agency to take over 
work already well in progress as a result 
of the Interior-Army efforts. General 
Crawford added: “The entire Missouri 
basin program will be greatly expedited, 
because this committee can effect much 
closer coérdination of the activities of 
Federal agencies and the states.” 


» 2-2 


HARGING that the Reconstruction 
Finance Corporation and other 
government agencies are discriminating 
against small business in the sale of sur- 
plus war property, the board of directors 
of the National Tax Equality Associa- 
tion has called upon Congress to investi- 
gate favoritism and special privilege 
which it says aremow given to rural elec- 
tric codperatives. 

Action of the NTEA directors grew 
out of RFC’s Surplus Property Bulletin 
No. 204, dated June 30th. This order set 
up a special procedure for REA co-ops; 
authorized direct negotiations for pur- 
chase of surplus war materials ; and per- 
mitted purchases at prices that REA and 
its co-ops determine as “satisfactory.” 

Ben C. McCabe, president of the Na- 
tional Tax Equality Association, said: 


Under this highly irregular special proce- 
dure, property that has been purchased with 
taxpayers’ money may be sold to a nontax- 
paying REA co-op at whatever price the co- 
op is willing to pay. It may even be given 


away. 

The RFC bulletin authorized REA to “ex- 
amine and appraise materials being currently 
offered for sale, and negotiate directly for 
the purchase thereof.” Cana small business- 
man buy government property as easily as 
that? Can a privately owned utility, whose 
tax payments have contributed to the manu- 
facture of these surplus items expect such 
favored treatment? 

Again, the bulletin says that REA shall 
“assume responsibility for determining that 
the sale price established by the disposing 
agency is satisfactory both to REA and the 
purchasing codperative.” How far will G. 
I, Joe get in stating a price that is satisfac- 
tory to him for surplus goods that he can 
— in the little business he proposes to set 
up 

Congress has shown a sincere interest in 
the small businessman and for the returning 
veteran who wants to go into business. The 
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bureaucratic agencies of the gov 
however, have entirely different motives ang 
objectives as evidenced by the RFC Surplus 
Property Bulletin No. 204. The bureaucrats 
conspire to ruin the taxpayer by breaking 
all the rules of decent business, 

If there is to be preferential treatment, 
it should be accorded to those who pay taxes 
on their earnings—not to those corporations 
and organizations that are today refusing to 
bear their fair share of the cost of gover. 
ment and war and are seeking to erect a 
socialistic coOperative commonwealth out of 
their huge accumulations of federally tax. 
free earnings. 


Mr. McCabe said Congress should in- 
vestigate and immediately put a stop to 
bureaucratic rulings “that give. prefer- 
ence to one segment of business at the 
expense of all others. Special privilege 
to nontaxpayers is destroying our small 
businessman ; it will eventually destroy 
our whole national economy.” 


* * * * 


gre McKellar (Democrat, Ten- 
nessee) has registered his definite 
disapproval of the Tennessee Valley Au- 
thority’s plan to move its headquarters 
office from Knoxville, as recently an- 
nounced by Chairman Lilienthal, by in- 
troducing a bill (S 1207) to repeal the 
requirement of the existing law that 
TVA maintain its principal office in the 
vicinity of Muscle Shoals, Alabama. 


* * * * 


oe rural schools have been 
promised electric service. Gover- 
nor Darden of Virginia recently an- 
nounced a plan for line extensions so 
that 2,100 schools in the state may have 
electric power. Agreements have been 
reached with utility operating companies 
and REA codperatives to effect this plan. 
Virginia Electric & Power Company in- 
tends to spend $1,000,000 to reach 500 
rural schools in its territory. 

This program is part of the governor's 
plan to make visual aids for education in 
the form of motion pictures and instruc- 
tional films available to all schools in the 


state. 
a a * * 


LANS for the enlargement of the Co- 
lumbia Valley Authority Information 
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rague were made at a meeting of the 
ecutive committee last month, with 
Fred C. Ashley, executive vice president, 
presiding. 

Newly appointed regional vice presi- 
fents are: Harry Nelson, insurance ex- 

tive, Twin Falls, Idaho; B. W. Chap- 
an, president of the Montana State 
Farmers’ Union, Great Falls, Montana; 
Harold Ridenour, executive board mem- 
ber, Montana State Farmers’ Union, 
Belton, Montana; and George Donart, 
bttorney, Weiser, Idaho. 

Previously appointed area representa- 
tives include: Henry P. Carstenson, 
jashington State Grange ; Jesse Vetter, 
Idaho state representative; David E. 
McMillan, former state senator, Col- 
ville; Glenn Bandelin, Idaho state sen- 
btor, Sandpoint, Idaho ; J. W. Shappard, 
wer transportation, Lewiston, Idaho; 
Frank T. Bell, Ephrata; and C. C. Wil- 
jams, Kennewick. 


Other officers of the information 


eague are: Louis A. Wasmer, president, 
znd Norman MacKenzie, secretary. 


x* * * * 


VERTURES for the purchase of the 

Washington Water Power Com- 
bany’s transmission system and power 
plants will be made by the city of Spo- 
ane if the utility is acquired by one of 
he public utility districts in the state, 
according to Ashley E. Holden, writing 
cently in The Spokesman-Review, 
Spokane daily. 

An appraisal of the power company’s 
physical properties is being made and a 
program is being formulated for the op- 
ration of the system as a municipal util- 
ty, said Mr. Holden, the city fathers be- 


This is the latest development in the 
bower deal which set the state agog sev- 
tal weeks ago, when it was announced 
by Wall Street that Guy C. Myers of 
tattle and New York had negotiated 
€ purchase of the three privately 
bwned power systems in the state for the 
‘puted sum of $150,000,000. Myers is 
¢ fiscal agent for the PUD’s. 

Almost immediately steps were taken 
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at the city hall to protect Spokane’s inter- 
ests and to acquire the Washington Wa- 
ter Power system as a municipal utility, 
rather than having to deal with a public 
utility district in another county. On 
July 5th a formal request was made of 
the Bonneville Power Administration 
for an appraisal of the system’s prop- 
erties. 

Though it was reported in New York 
that the system had been purchased for 
$50,000,000, probably from the sale of 
revenue bonds of the Chelan County 
Public Utility District, it was believed 
the city might get a favorable price if it 
buys the power plants and transmission 
lines serving the municipal area. With“ 
termination of the power company’s 
franchise the city is under no obligation 
to buy power from a PUD, nor to grant 
it a franchise. In fact, Spokane voters 
twice have emphatically rejected pro- 
posals to form PUD’s in this county. 

Therefore, according to Mr. Holden, 
at the city hall it was planned to submit 
the whole power question to the voters 
at a special election to determine whether 
the city should enter into a franchise 
agreement with an outside PUD, install 
its own transmission system as a mu- 
nicipal utility, and contract for electric- 
ity from the Bonneville Power Admin- 
istration, or purchase outright the pres- 
ent WWP system for operation by the 
city as a municipal utility. 


J. yay of the Washington 
Water Power properties apparent- 
ly was said to be favored by a majority 
of the city commissioners. If the deal is 
worked out, it was believed the city 
would endeavor to acquire the technical 
services of Glenn H. Bell, district man- 
ager of the Bonneville Power Adminis- 
tration, to handle the management of the 
system, while former Senator Clarence 
C. Dill was mentioned as legal adviser. 

Should the city not purchase the 
power company’s properties, it could in- 
stall its own transmission system and 
contract for power from the Bonneville 
Administration, which has installed the 
world’s largest transformer at Mead, 
just north of the city limits. 
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Wire and Wireless 
Communication 


MEMBER of the Federal Communi- 

cations Commission last month 
advocated “externally enforced stand- 
ards of public interest” for the radio 
broadcasting industry. Clifford J. Durr, 
in an address prepared for delivery be- 
fore the New York State Institute of 
Community Service and a conference of 
New York state leaders in the radio in- 
dustry, asserted : 


rendering less of a public service than thei 
opportunity warrants. 


“Night after night the average listene 
may roam his dial from top to bottom i 
a vain search for good music which is 


It seems to me that if broadcasting is to 
serve the public interest as it should there 
must be some externally enforced standards 
of public interest which the broadcasters 
must meet in order to justify their con- 
tinued use of the publicly owned radio 
channels. 

I think that such standards can be en- 
forced and imposed without impairing the 
freedom of radio about which some of our 
most prosperous broadcasters have recently 
been so vocal. 

On the contrary, if by freedom of radio 
we mean a radio which provides the freest 
possible outlet for the widest possible range 
of information, entertainment, and ideas, 
rather than freedom to make the maximum 
dollar profit from the use of probably our 
greatest remaining natural resource, then I 
do not think we can have freedom of radio 
without the imposition of vigorous enforce- 
ment of such standards. 


Mr. Durr said that these two “very 


not interrupted at annoying intervals by 
the professional exhortations of tha 
commercial announcer,” Mr. Durr said 

“Some broadcasters have made thei 
stations vocal outlets for their communi 
ties and have produced worth-while pro 
grams through the use of local talent, but 
the average broadcasting station has be 
come little more than a subdistributor of 
network programs and a player of me 
chanical recordings.” 


* * * * 


te wage and hour division of the 
United States Department of Labo 
filed suit in Federal District Court ai 
Lexington, Kentucky, last month asking 
a permanent injunction restraining the 
Western Union Telegraph Company 
and the Blue Grass Hotels, Inc., Paris 


simple steps” would “contribute mate- 
rially” to a system of broadcasting “bet- 
ter serving the needs and desires” of the 
American people: 

1. The requirement that every broadcaster 
devote a stated minimum of time out of each 
segment of the broadcast day to the broad- 
cast of noncommercial public service pro- 
grams; and, 
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from violating provisions of the Fai 
Labor Standards Act of 1938. 

The suit was filed by L. Metcalf Wall 
ing, administrator of the division in Lex 
ington. It charged the defendants wi 
violating the act by paying employees le 
than 30 cents an hour from October 24 
1941, to July 17, 1944, and less than the 
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minimum rate of 40 cents an hour since 
July 7, 1944. 

’ The defendants also were charged 
with employing workers in interstate 
commerce for working longer than forty 
hours a week since October 24, 1941, 
without overtime compensation in the 
ynount of one and one-half times the 
regular rate, and with failure to keep and 
preserve accurate records of employees, 
wages, hours, and other conditions and 
practices of employment. 

' Offices of Western Union in Paris are 
located in the Blue Grass Hotels, Inc., 
building, the Baldwin hotel. 

The suit stated that the Blue Grass 
Hotels concern exercises joint control 
wih Western Union over the manage- 
ment policies and operations of the tele- 
graph company’s place of business at 
Paris, including wages and hours of em- 
ployees, and is an employer within the 
meaning of the Labor Act. 


* * * * 


M ANY long-distance telephone cir- 


cuits will be supplied by a cable 
of the latest type between Washington 
and Charlotte, North Carolina, to be 
plowed into the ground starting last 
month by the Long Lines Department of 
the American Telephone and Telegraph 
Company. When put into service during 
the summer of 1946, this cable will sup- 
ply long-distance telephone circuits 
needed regionally. 

In addition, by forming a segment of 
the all-cable route that will eventually 
extend along the Atlantic seaboard and 
through the southern states to the West 
coast, it will make possible the establish- 


‘.@mnent of many coast-to-coast telephone 


Marcuits as well. 

More than 400 miles in length, the 
Washington-Charlotte cable is the long- 
est in the company’s 1945 construction 
program. The cable will be placed in the 
ground by means of a cable-plowing 
rain, which will travel southward from 

ashington to Richmond and Peters- 
burg and from there to Greensboro and 

arlotte, North Carolina. It is also nec- 
mesaty to construct 66 small repeater 
buildings along the route and 3 new main 
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stations near Edgehill and Virgilina and 
New London, North Carolina. 

In addition to its use for long-distance 
telephone and telegraph service, the 
coaxial cable will be capable of transmit- 
ting the very broad bands of frequencies 
required for television. Thus, along with 
other coaxial cables—proposed, or now 
under construction — the Washington- 
Charlotte cable may be suitable for fu- 
ture nation-wide television program net- 
works. 

This cable, and the one between 
Shreveport, Louisiana, and Dallas, 
Texas, which is being started about the 
same time, will be the first in the coun- 
try to contain 8 coaxials. Each coaxial 
consists of a copper tube, about the diam- 
eter of a lead pencil, with a single wire in 
its center supported by insulating discs. 
A pair of coaxials is capable of carrying 
480 separate telephone conversations — 
one coaxial being used for transmitting 
speech in one direction and the other in 
the reverse direction. A single coaxial 
can also transmit a 1l-way television 
program. 


= burying this telephone cable, a 
rooter plow goes over the ground 
first to remove heavy boulders, roots, or 
other obstructions. The cable-placing 
plow and trailer holding the reel of cable, 
drawn by tractors, follow. This unit 
feeds the cable into the furrow already 
prepared by the rooter plow. 

Splicers, who bind together the var- 
ious cable sections, follow the plowing. 
At the larger towns along the route, the 
cable will be placed underground in con- 
duit ; at certain river crossings, subma- 
rine cable will be used. 


.- 2 


x-GOvVERNOR William H. Wills, of 

Bennington, Vermont, took his 

oath of office on July 23rd as a member 

of the Federal Communications Com- 

mission, to succeed Norman S. Case. He 
is a Republican. 

He was appointed by President Tru- 
man on June 13th, and was confirmed by 
the Senate on July 12th. 

The new commissioner served two 
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terms as governor of Vermont — from 
1941 to 1943 and from 1943 to 1945. He 
was born in Chicago on October 26, 
1882, of Vermont parents who returned 
to Vermont with him when he was still 
a small boy. He was educated in the pub- 
lic schools of Vermont and has honorary 
LL D degrees from Norwich University, 
the University of Vermont, and Middle- 
bury College. He was in the dry goods 
business from 1900 to 1915 when he en- 
tered the real estate business. He has 
been president of the William H. Wills 
Insurance Agency, Inc., Bennington, 
Vermont, since 1928. 

Commissioner Wills began his po- 
litical career when he was elected to the 
1929-31 term as a member of the Ver- 
mont state house of representatives. He 
was a state senator from 1931 to 1935 
president pro tem from 1935 to 1937. He 
was elected lieutenant governor in 1937 
= governor in 1941; was reélected in 

3. 


x* * * * 


F at just the right time you happen to 
be traveling in the vicinity of one of 
Alabama Power Company’s rural elec- 
tric lines near Selma, Alabama, ‘you 
might see research engineers talking 
into telephones near the bases of the 
poles carrying one of these lines. From 
this you might conclude that rural tele- 
phone service over rural electric lines is 
just around the corner. In this you 
would be mistaken unless you remember 
that that corner is some months away, be- 
cause there are still not yet enough tele- 
phone instruments and other material 
available to fill service requests now on 
file with the telephone company. 
Anyway, what you observed is a rural 
electric line serving as a field laboratory 
where Alabama Power Company and the 
Southern Bell Telephone Company are 
conducting tests to determine if tele- 
phone and electric service can be carried 
on the same set of poles serving rural 
areas. There is no question of the phys- 
ical ability of the poles to carry the two 
sets of wires, but there is a big question 
as to whether the higher voltage of the 
power lines will cause sufficient noise in 
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the telephone lines to make the telephone 
service unsatisfactory. Experimenta 
equipment has been installed in this “fielg 
laboratory” line to test both the service 
and safety features of joint use of poles 
on rural lines for both electric and tel 
phone service. If this proves to be prac 
tical, it will be possible, after the war, to 
provide telephone service to rural home: 
without the necessity of setting separate 
poles for the telephone line. 

This field laboratory test is one of 
many being conducted, and the resul 
will be carefully studied by both the 
power company and telephone company; 

Both Alabama Power Company and 
the telephone company emphasize that 
the experiment is at present in the na 
ture of a test. Indications are that th 
practicability of such an arrangement wi 
be demonstrated. However, the researc 
engineers caution that there will probably 
be “bugs” to be worked out in certain 
special safety and service equipment 
This will require time. 

They hope, that as equipment and in 
struments become more plentiful as wai 
needs lessen, dependable telephone serv 
ice in rural areas will become as com 
monplace as dependable electric service. 


x * 


eye that the radio manufactur 
ing industry is encountering diff 
culty in working out a pricing formul: 
with the Office of Price Administration 
that will permit recovery of increased 
costs over prewar levels, R. C. Cosgrove 
president of the Radio Manufacture 
Association, charged in a statement 
cently that present policies of the OP/ 
“will delay many radio manufacture 
from getting into civilian radio produc 
tion and will prevent some manufac 
turers from resuming such production 
altogether.” 

Only a limited number of increase 
costs is being allowed by OPA, said Mr 
Cosgrove, who is also vice president 
general manager of the Crosley Corpo 
tion. “The OPA has declared its inten 
tion of having distributors and retail 
absorb any increases allowed manufa 
turers over their prewar prices,” he said 


* * 
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Charging that the government agency 
showed a “total lack of appreciation of 
what actually enters into the cost of get- 
ting into domestic radio production at 
his time,” the industry association presi- 
dent asserted that manufacturers were 
much concerned over delay in working 


out price formulas. 

usTIN MILLER, an associate justice of 
J the United States Court of Appeals 
for the District of Columbia, has been 
gamed president of the National Asso- 
cation of Broadcasters, its board of di- 
rectors announced last month. 

Miller will take office October Ist for 
a5-year term. He succeeds J. Harold 
Ryan, interim president, who served for 
one year after leaving the Office of Cen- 
srship, and who now returns to his posi- 
tion as vice president and general man- 
wer of the Fort Industry Company of 
Toledo, Ohio. 

Miller, whose home is in Los Angeles, 
has been an associate justice of the court 
in Washington since 1937. He is fifty- 


six years old. 
x 
— lonely Aleutians were put in di- 
rect voice contact with the states 
lat month with the establishment of a 
eee circuit from an Aleutians 
se. 
The circuit primarily is to provide men 
chance to talk to their families. A 
‘minute call to Seattle costs $2.75, in- 
duding tax. For points beyond Seattle, 


* * * * 


* * * 


Re lack of a telephone, suppers were 
burned, delivery of groceries was out 
of the question, and a maid could not be 
kept, Mrs. Leon Leighton, Scarsdale 
ousewife, told the New York Public 
pervice Commission recently in support 
of her lawyer-husband’s action to force 
¢ New York Telephone Company to 
tmove home extensions so that the 
‘quipment could be used to fill pending 
plications for service. 

Having shown the inconvenience re- 
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sulting from lack of service, Mr. Leigh- 
ton, New York attorney, produced tele- 
phone company figures of May 3lst 
showing that there were in use then 140,- 
363 extensions, more than enough to 
meet the needs of 82,929 applicants. 

He said the company’s tariff schedule 
permits removal of equipment upon 10- 
day written notice and that the company, 
which charges but 50 to 60 cents a month 
for each extension, actually lost about 
$3,000,000 a year in revenue, “which in 
the last analysis will be a burden to all 
subscribers.” 

Carl F. Ostergren, assistant vice presi- 
dent in charge of the commercial section 
of the telephone company, told the com- 
mission no priority groups or business 
concerns had failed to get equipment for 
service. He said that if the company 
sought to recapture extension instru- 
ments it would lead to stalling by sub- 
scribers having them that might lead to 
legal actions. 

The commission reserved decision on 
a motion by Frank Fritz, telephone com- 
pany lawyer, to discontinue the action on 
the grounds that the complaint failed to 
demonstrate a violation of the Public 
Service Law. The hearing was adjourned 
until August 2nd. 


* * * * 


ae ABOOSE 1-3-0 calling Engine 3-4- 
0-4.” A. W. Cook, road fore- 
man on engines of the Erie Railroad 
Company, was speaking into an instru- 
ment shaped somewhat like a cradle- 
type telephone, except for a button where 
his fingers closed over the instrument. 

From the loud speaker rigged up in the 
caboose of Train 98 boomed the hearty 
voice of Engineer Gus Luvisi: “Have 
four cars for which we have no bills.” 

The caboose of New York 98, a 
freight train of 46 cars carrying 2,537 
tons of perishable goods and meat to 
New York and New England, recently 
was merrily clicking off the 200 miles on 
the Kent and Mahoning divisions, 
stretching from Marion, Ohio, to Mead- 
ville, Pennsylvania. 

It was a test run of radiotelephone 
communication equipment. 
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Electric Bond and Share Plans 


| Tapes BoNnD AND SHARE recently 
published a broad program for con- 
forming to the Public Utility Holding 
Company Act. Three plans would be 
consummated, as steps in the order indi- 
cated. 

Plan I provides for immediate pay- 
ment of $30 per share on the company’s 
preferred stocks, as a capital distribution, 
with the dividend rates to be reduced by 
the same percentage (subject to such ad- 
justments as the commission or court 
may approve). 

Plan II provides for completion of the 
preferred stock retirement, through dis- 
tribution of certain securities and/or 
cash. These securities would include 
American Gas & Electric and the com- 
mon stocks which the company will re- 
ceive in connection with the proposed dis- 
solution of National Power & Light, as 
follows: 

$6 Pfd. $5 Pfd. 

American Gas & Electric . 4/5sh. 4/5 sh. 

Birmingham Electric .... 1/4 1/5 

Cosotinn BG Ls os cones 2/5 1/3 

Pennsylvania P. & L. .... * * 

Other securities : : 


*To be determined by amendment ; any of 
the three items may be substituted for the 
others. 


Electric Bond and Share’s plan di- 
vulges a point previously indicated by 
press reports, that National Power & 
Light proposes to ask its stockholders to 
subscribe for the stock of Pennsylvania 
Power & Light by the exercise of rights, 
and it is the evident intention of Bond 
and Share to exercise any rights thus re- 
ceived. 

Consummation of Plan II would 
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Comment 


By OWEN ELY 


have to await filing of the Nationa 
Power & Light plan, its approval by the 
commission and court, and final distriby 
tion of the securities. 

Plan III provides for the sale or othe 
disposal of remaining securities of utility 
holding companies or other utility com 
panies in the United States, within ong 
to six years after the effective date of 
Plan II. 

Claims against the company and it 
wholly owned subsidiaries by certai 
subsidiaries and former subsidiaries 
would be settled by cash payments 
and/or contributions of stock of the sub 
sidiary involved, and all pending litiga 
tion would be settled. Consummation oj 
these plans would, the management be 
lieves, complete compliance with require 
ments of § 11(b) of the act. The re 
maining assets would consist of securi 
ties of American & Foreign Power ani 
Ebasco Services, Inc., together with som¢ 
cash and miscellaneous current asset 
The company would then apply to the 
SEC for exemption for itself and sub 
sidiaries from the act. 


"hae company has already retired 
$41,237,5CO of its own preferret 


stocks at a cost of $32,323,882—an aver 
age share cost of $79 compared with cur 
rent market prices of over 100 for both 
issues. As a result of the $30 paymen 
the stated value of the preferred stock 
would be reduced from $104,328,000 t 
$73,029,600 and the annual preferre 
stock dividend requirements ‘would bay 
lowered from $6,056,668 to $4,239,668. 
The company’s income statements fo 
the twelve months ended June 30, 149% 
and on a pro forma basis after Plan! 
consummated, are as follows: 
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ELECTRIC BOND AND SHARE COMPANY 


Gross income. 
Interest : 


Liskee: Het RN «as adenine dealing dani 
American & Foreign Power Co., Inc. ..... 
Coats Bee Sie SS a aw do conse on cecstse 
Texas Power & Light Co. .............+. 


Other system companies 


Total interest 
Dividends : 


American Gas & Electric Co. ........... 
American & Foreign Power Co., Inc. ..... 
ee NE ee 
eens. BOVE, BNE. sw acindcccdccdcdcccs 


Total dividends 


Expenses 
Federal income taxes 
Other taxes 
Other expenses 


Total expenses 


Net income balance (to earned surplus) 


Preferred stock dividends, whether declared or undeclared 


*For twelve months ended June 30, 1945. 


Under the plan preferred dividend re- 
quirements would be earned about 57 per 
cent, or in approximately the same ratio 
as in the twelve months ended June 30th. 
However, based on the investments 
owned June 30, 1945, preferred dividend 
requirements are being earned only about 
43 per cent so that the plan represents 
an improvement over the present pro- 
jected rate of earnings. 


CCORDING to the balance sheet as of 
June 30, 1945, Electric Bond and 
Share has net current assets of nearly 
$50,000,000, and, after Plan I is con- 
summated (paying 30 per cent of the 
preferred stock), there would remain net 
trent assets (principally cash) of 
ebout $18,500,000. Assuming that the 
ralue of the stocks to be distributed by 
ational Power & Light is reflected in 
€ current quotation .of that stock, 
EB&S holdings are worth about $27,- 
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eee eee enee 


otebeesene 34,000 


As Reported* Pro Forma 
$1,257,700 
2,500 $ 912,500 
877,500 877,500 
232,221 
34,222 
$3,314,143 $1,790,000 
$1,524,573 $1,524,573 
491,454 491,454 
121,170 


$2,171,197 
$ 187,846 


$5,673,186 $3,840,027 


$1,110,753 
170,781 
821,498 
$2,103,032 
$3,570,154 


$6,204,521 


$ 414,440 
170,781 
821,498 

$1,406,719 

$2,433,308 


$4,239,668 


7 


500,000. Commonwealth & Southern 
stock might be liquidated for about $1,- 
000,000. American Gas & Electric, at 
current quotation around 36, would be 
worth about $30,000,000. The four items 
total $77,000,000, which would afford a 
margin of nearly $4,000,000 over the 
amount required to retire the remaining 
preferred stocks at their new $70 par 
value. 

It has been estimated in some quarters 
that National Power & Light would 
“liquidate” out at a higher figure than 
the recent quotation. Each point over 11 
would mean about $2,500,000 more 
equity value for Bond and Share. On the 
other hand, if recent unfavorable market 
trends should persist, there might be 
some shrinkage in the value of the whole 
portfolio. 

It is possible that holders of the pre- 
ferred stocks may put in a claim for the 
full redemption value of $110, as opposed 
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to the $100 dissolution value. This would 
mean that an additional $10,432,800 cash 
or equity value would be required, ex- 
cept to the extent that the company might 
be successful in retiring additional stock 
through purchase or by exchange offers, 
with SEC approval, at lower figures. 

The question whether stockholders will 
eventually receive $100 or $110 per share 
in cash and securities is avoided in dis- 
cussion of the three plans. The initial $30 
payment would not change the redemp- 
tion price except to reduce it by the 
amount of $30, making it $80 as com- 
pared with the new par value of $70. 
(See page 13 of the “plans.”) 


HE SEC policy regarding retire- 

ment of senior holding company se- 
curities at redemption price or at dissolu- 
tion price (usually par) has never been 
very clear-cut. The commission has been 
reluctant to give permission to purchase 
securities above par in the open market, 
and such permission has been granted 
sparingly, usually on the basis of some 
special consideration such as accrued in- 
terest to date of dissolution (as with the 
American Power & Light 6s). In some 
cases funds have been deposited in es- 
crow to cover bond premiums, passing 
the question on to a Federal court for de- 
cision. Electric Bond and Share $6 pre- 
ferred is currently selling around 102, 
compared with this year’s range of 105}- 
Ag the $5 preferred at 101 (range 101- 


In its description of the plans Electric 
Bond and Share summarizes the program 
already completed since passage of the 
Holding Company Act to improve the 
financial and accounting position of sys- 
tem companies. More than $1,100,000,- 
000 securities of 32 operating companies 
have been refunded with annual interest 
savings of over $9,000,000. Thirty-three 
subsidiaries have undergone or are un- 
dergoing accounting reorganizations 
with respect to their capital structure. De- 
preciation accruals have more than 
doubled as compared with 1935, and 
combined reserves of system subsidiaries 
are now more than three times as large as 
in 1935. During the decade, despite con- 
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struction expenditures of over a half- 
billion dollars, the aggregate debt has 
been reduced about 3 per cent, and the 
amount of preferred stocks 38 per cent, 
while the equity position (common stock 
and earned surplus) has increased 25 
per cent. 


O* final consummation of the three 
plans, which may take some years 
to complete, the company proposes to 
continue actively in business with its re- 
maining assets, which will consist of “a 
highly competent technical organization 
built up over a long period of years, an 
important investment in American & 
Foreign Power, and cash capital result- 
ing principally from liquidation under the 
act of investments in its United States 
subsidiaries.” Ebasco Services, Inc., is a 
wholly owned service subsidiary consist- 
ing of some 750 trained people, skilled 
and experienced in furnishing operating, 
engineering, financial, design and con- 
struction, purchasing, appraisal, tax, in- 
surance, industrial relations, safety, rate, 
sales, accounting, budget, statistical, re- 
search, and general advisory and con- 
sulting services to public utility and in- 
dustrial companies. The company will 
broaden its interests and services both at 
home and abroad. A beginning has al- 
ready been made in selling Ebasco serv- 
ices to nonaffiliated companies, both util- 
ity and industrial, as evidenced by the 
fact that about one-quarter of the present 
volume of sales are of that character. 

Under the plan of reorganization for 
American & Foreign Power now before 
the SEC, Bond and Share would retain 
a 75.9 per cent interest in the common 
stock of that company, together with $6, 
368,700 debentures. Electric Bond and 
Share proposes to continue the owner- 
ship, management, and development of 
foreign utility properties. 

a 
Natural Gas Companies 


oO” table of the natural gas company 
stocks (which last appeared on 
page 633, May 10th issue of the Fort- 
NIGHTLY) has been extended to include 
additional names—Mobile Gas Service, 
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25 electric-gas holding companies 
49 electric-gas operating companies 
11 manufactured gas companies 

18 natural gas companies 

12 transit companies 

10 communications companies 

18 water companies 


United Gas, Panhandle Eastern Pipe 
Line, Missouri-Kansas Pipe Line, and 
Arkansas Natural Gas. Columbia Gas & 
Electric has not been included because it 
seems more logical to retain it in our list 
of electric-gas holding companies, most 
of which are working on integration and 
recapitalization problems. The list of nat- 
ural gas companies does, however, in- 
dude several holding companies, one of 
which has been ordered dissolved by the 


Average 
Viel 
6.3% 


Date of 
Table 


July 19 


Average Price- 
Earnings Ratio 


14.1 


15.7 5.0 


SEC—Anmrerican Light & Traction. The 
list has been subdivided into retail natu- 
ral gas companies, retail mixed gas com- 
panies, and wholesale and pipe-line com- 
panies. While changing market condi- 
tions affect the results somewhat, it may 
be of interest to compare the average 
price-earnings ratios and dividend yields 
for the various utility groups which are 
compiled quarterly or semiannually in 
this department. 


e 


NATURAL GAS AND MIXED GAS UTILITY COMPANIES 
(Including holding company systems) 
Earnings Price- 
Where Price 12 Mos. -Earn. Yield 
Traded About Ended Ratio About 1944-5 


May $3.33 i $2.00 6.3% 35-19 
Mar. d 5.7 40-24 
Mar. 15-8 

Mar, 54-40 


Mar. 25-16 
{Montana-Dakota Util. ........ c 12-10 
Mobile Gas Service rat's 
United Gas , ‘ ‘ j 14-10 
**Arkansas Nat. Gas “A” . : : ee a 6-3 
Retail mixed gas 
Peoples Gas 
Washington Gas Light 
Laclede Gas Light 
National Fuel Gas 
Wholesale and pipe line 
El Paso Nat. Gas 
So. Natural Gas 
Northern Nat. Gas O 
Panhandle Eastern P. L. ....... S 
(c) Missouri-Kansas P. L. “A” .O 


Approx. 

Div. ‘ange 
Rate 
Retail natural gas 

+Oklahoma Nat. Gas 

Consolidated Nat. Gas 

Lone Star Gas 

Pacific Lighting 

American Lt. & Traction 


i 
w 
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S—New York Stock Exchange. C—Curb. O—Over counter. 

*After adjustment for additional maintenance required by bond indenture. 
**Principally in the oil business. 

TAlso substantial wholesale business. 

tAlso substantial electric business. 

# Adjusted for split up. 

(a) Paid in first half. 

(b) Initial dividend on new stock not yet declared. 

(c)Holds stock of Panhandle Eastern Pipe Line. 
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Appraising Utility Earnings 
And Dividends 


by the July issue of The Analysts Jour- 
nal, Hugh Pastoriza (utility analyst 
and engineer at Coffin & Burr) has made 
an interesting refinement of the usual 
method of appraising utility operating 
company equities. Because of the new 
issues which are constantly making their 
bow to the investing public as the result 
of sale or distribution of assets by hold- 
ing companies, the methods used in com- 
paring a new stock with more seasoned 
issues are of considerable interest both 
to the investment banker and the invest- 
mg public. 

Mr. Pastoriza holds that the value of 
$l retained by the_utility for reinvest- 
ment is worth only about one-quarter as 
much to the investor as the dollar he re- 
ceives in dividends. In other words, the 
investor appraises a bird in the hand as 
equivalent to four in the bush. However, 
the valuation placed on reinvested earn- 
ings might be higher for good credit 
companies and lower for thost with poor 
credit. 


7, : 
sheet 
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| Assuming that the $1 which is rein. 
lvested will earn 5} per cent, of which 
some three-quarters will be paid out in 

\dividends, the present value of these in- 
creases in future dividend payments rep- 
jresents the value of the retained earn. 
|ings. This can be worked out either by 
calculus or arithmetic, according to for- 

mulas discussed by Mr. Pastoriza. How- 

ever, it is mecessary to assume a dis- 

count rate for these future dividend ac- 

cretions and he concludes that a 10 per 

cent rate is appropriate for the average 

case, which would make the present 

value of the reinvested dollar only $4.60 

as compared with $16.67 for the $1 dis- 

bursed in dividends, assuming that the 

latter is capitalized at 6 per cent. 

He also makes a statistical analysis of 

14 stocks, including a number of issues 

which have appeared in recent years. 

The relationship of earnings paid out is 

then plotted in a chart, as related to the 

price-earnings ratios. The ratio of the 

investment value assigned to the dividend 

dollar compared to that assigned to the 

reinvested dollar works out between 17 

per cent and 31 per cent for the com- 





MILLIONS OF THERMS 


NATURAL GAS SALES TO ULTIMATE CONSUMERS 
(36 OPERATING GAS UTILITIES) 
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panies studied, with a mean average 
around 25 per cent. 


t is possible to apply this principle in 
I comparing utility stocks, by employ- 
ing an adjusted price-earnings ratio. Ad- 
justed earnings would consist of the 
dividend plus 25 per cent (or a somewhat 
different figure if allowance is to be 
made for the company’s credit standing) 
of retained earnings. This figure is then 
divided into the price in the usual way 
to get the adjusted price-earnings ratio. 

It is unfortunate that Mr. Pastoriza 
did not apply his formula to a longer 
and more diversified list of companies. 
He did not include in his list any of the 
old-line companies, such as Common- 
wealth Edison, Pacific Gas and Electric, 
Boston Edison, Consolidated Gas of Bal- 
timore, etc. As shown in our table of 
49 stocks (see page 48, July 5th issue of 
the FoRTNIGHTLY), two issues such as 
Arkansas-Missouri Power and United 
Illuminating, may have similar yields, 
while the price-earnings ratio for the 
one is 8.9 and for the other 23. It is ob- 
vious that investors attached relatively 
little importance to the reinvested earn- 
ings of Arkansas-Missouri, or the yield 
would have been substantially lower. 

The new formula is doubtless an im- 
provement over the ordinary “price- 
earnings ratio,” but it does not invent an 
automatic method of evaluating new and 
unseasoned stocks. This can be done only 
by the method currently employed by 
bankers—the_ comparison sheet—which 
presents a detailed series of statistics for 
the new stock as compared with those 
other issues (chosen out of the whole 
list) which seem to have similar char- 
acteristics with respect to geographical 
location, historical record, credit stand- 
ing, yield, price-earnings ratio, etc. 

The investment rating assigned to each 
stock by the judgment of the market is 
based on a wide range of factors. One 
dollar in dividends paid by an old-line 
New England company may be worth 
considerably more to a conservative lo- 
cal investor than a dollar paid by a com- 
pany like Puget Sound Power & Light, 
located in the public power competition 
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area. It would be illogical to assume, 


as Mr. Pastoriza seems to do, that the $1 
dividend is standard merchandise and 
that the “credit rating” affects only the 
relative valuation assigned to the rein- 
vested dollar. His method is a contribu- 
tion to, but not the ultimate solution of, 
the problem of appraising utility stocks. 


* 
Utilities Oppose Federal Opera- 


tion of Power Systems 


JOINT statement was recently issued 

by 167 electric companies represent- 
ing more than 85 per cent of the private 
electric light and power industry regard- 
ing proposed river developments by the 
Federal government, said to involve an 
initial expenditure of nearly $4,000,- 
000,000. The statement made it clear that 
the utilities do not oppose arbitrarily the 
much - publicized “valley developments” 
such as TVA and the proposed MVA, 
provided they are economically sound, 
but “what does concern us is the threat 
of annihilation of the business-managed 
electric industries by the use of taxpay- 
ers’ money to subsidize government pow- 
er plants unfairly competing with the 
American businessman.” 

The statement held that power pro- 
duced at government projects should be 
sold to existing power systems without 
special privilege or discrimination, and 
that savings resulting from such sales 
should be passed on to consumers. 

Obviously, what many utilities wish to 
avoid is a Federal program of buying 
out private distributing systems, with at- 
tendant propaganda for purchase or con- 
demnation of such systems at unreason- 
ably low prices. On the other hand, agi- 
tation over unreasonably high sale prices, 
as charged by Representative Lyle H. 
Boren (Democrat, Oklahoma), in his re- 
cent spectacular condemnation of the Ne- 
braska sale and proposed sales in the 
Bonneville area, is also undesirable. The 
utilities wish to buy the power on a rea- 
sonable basis and distribute it themselves, 
under the usual regulatory standards, 
rather than sell their distributing sys- 
tems, except when this may be necessary. 
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Interstate Compact Group Studies 
Natural Gas 


Pyaar pro study and discus- 
sion of current natural gas prob- 
lems high lighted the 3-day quarterly 
meeting of the Interstate Oil Compact 
Commission, held at Oklahoma City, 
June 14th to 16th. A recent special bul- 
letin of the Independent Natural Gas 
Association of America, sent out from 
the association’s headquarters in Wash- 
ington, D. C., headed by John A. Fergu- 
son, former chairman of the Missouri 
Public Service Commission, contains an 
excellent digest of this important quar- 
terly meeting. A résumé of the Ferguson 
memorandum follows: 

Perhaps the most significant action 
taken was the unanimous adoption of a 
resolution emphasizing that the regula- 
tion of production and gathering of nat- 
ural gas is “the exclusive function of the 
sovereign states.” The resolution recom- 
mended that the respective oil- and gas- 
producing states adopt alert and progres- 
sive policies “looking toward the enact- 
ment and enforcement of legislation to 
bring about a proper development of nat- 
ural gas resources and a rigid enforce- 
ment of sound conservation practices,” 
as the best insurance against interven- 
tion on the part of the Federal govern- 
ment in the matters of production and 
gathering. 

By this pronouncement, the producing 
states made it clear that they do not in- 
tend to relinquish their authority or avoid 
responsibility in the development and 
conservation of their natural resources. 

Since this commission is now com- 
posed of governors or their official repre- 
sentatives from 17 states, producing 
about 90 per cent of the nation’s natural 
gas and with more than half of its popu- 
lation, the significance of this declara- 
tion is apparent. 

This commission of state representa- 
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tives, organized in 1935 by the execution 
of an agreement to conserve oil and gas, 
with six original states participating, now 
includes the states of Oklahoma, Kansas, 
Texas, New Mexico, Colorado, Illinois, 
Michigan, Arkansas, Louisiana, New 
York, Pennsylvania, Kentucky, Ohio, 
Montana, West Virginia, Alabama, and 
Florida. 

Featured subjects during the discus- 
sions were the nation’s natural gas sup- 
ply and reserves and the effect of recent 
Supreme Court decisions upon the pro- 
duction and conservation of natural gas. 


HE contention which has been made 

by the industry that there are ade- 
quate reserves of natural gas for many 
years to come was confirmed in the re- 
port made by Dr. E. DeGolyer, chairman 
of the commission’s engineering commit- 
tee, who said that the nation-wide sur- 
vey recently conducted by his firm shows 
that proven natural gas reserves, exclud- 
ing fields of less than 20,000,000,000 
cubic feet, amount to more than 140, 
000,000,000,000 cubic feet. 

Dr. DeGolyer also emphasized that 
price is the controlling conservation fac- 
tor and that the only way to get a satis- 
factory price is to expand the market. 
He told the commission : 


There can be no reasonable doubt left in 
the minds of intelligent men that additional 
gas reserves will be found in quantities that 
are more than sufficient to our present needs. 

Additional gas to bolster the presently 
proved reserves is not problematical nor 
probable. They will be actualities if the 
will—let us say the spark, or, better still, the 
profit incentive—to open new gas pools can 
be quickened. . . . The gas producer lacks 
teady outlet for his production. There are 
lines supplying local and distant markets but 
the small and large independents and the 
small and large major oil companies have 
not, on general averages, been able to market 
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their gas quickly enough to risk capital in 
the search for only gas. 


Dr. DeGolyer criticized the Federal 
Power Commission for actions which it 
has taken indicating that it will seek to 
control the end use of gas, and he urged 
that it is up to the industry to see that 
regulations for the production of natural 
gas within the individual states “are 
placed as contemplated by the Constitu- 
tion of the United States; that is, under 
the absolute jurisdiction of the proper 
regulatory agencies of the individual 
states.” 

He said that the jurisdiction of the 
Federal agencies having to do with the 
interstate transportation of gas, or any 
other natural resources, should be pre- 
cisely defined. He said further that “in 
my opinion no Federal agency should at- 
tempt to accomplish indirectly that which 
it cannot do directly.” 

Rather than aiding to obstruct the ex- 
pansion of gas markets, supplies, and 
new fields, Federal and state bodies 
should aid producers to get all the nat- 
ural gas available into pipe lines in order 
to increase natural wealth of the individ- 
ual states and the nation as a whole, Dr. 
DeGolyer said. Asserting that adequate 
price is the greatest conserving agent in 
the world, he declared that adequate mar- 
kets and a decent price for producers 
would solve any problem of end use or 
conservation better than regulation. 


HE commission heard Dr. John G. 
Hervey, dean of the University of 
Oklahoma Law School, analyze recent 
court decisions affecting natural gas, in 
a paper prepared in collaboration with 
Dr. Maurice H. Merrill and Dr. Victor 
H. Kulp. Dr. Hervey cited many court 
decisions showing the trend toward Fed- 
eral regulation of the oil and gas industry 
and warned that “the fate of state regu- 
lation of natural gas production rests 
with the state authorities, and even more 
with the natural gas industry, itself.” 
High lighting the meeting was the 
panel discussion of the effect of recent 
Supreme Court decisions upon produc- 
tion and conservation of natural gas, 
with Carl I. Wheat speaking for the in- 
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dustry ; Richard B. McEntire, represent- 
ing state regulatory bodies; and Charles 
V. Shannon, for the Federal Power 
Commission. 

Mr. Wheat, Washington attorney, who 
has represented INGAA in various 
courts and before the FPC, told the com- 
mission that if the present trend of re- 
cent Supreme Court decisions affecting 
natural gas continues unchecked, the 
Federal Power Commission “will eventu- 
ally find itself master of the field and 
arbiter of the price of all well-head sales 
of gas where eventual transportation in 
interstate commerce is involved.” Mr. 
Wheat said: 

In my opinion any practice on the part of 
FPC which consists merely in reducing rates 
of gas sold by a certain few pipe lines 
through seizing upon the fact that they may 
enjoy lower than average production costs 
in the gas field, a practice exemplified in the 
Canadian River Company Case, cannot fail 
in the end to prove inimical to the principles 
of true conservation, cannot fail to hamper 
the states both as to conservation and as to 
their taxing powers, and cannot fail to harm 
the underlying interests of royalty holders 
and all other persons in the producing states 
who are interested in having natural gas 
produced and marketed at prices fair to all. 


He said that from the present trend 
every individual leaseholder, every royal- 
ty owner, and every gas producer, as well 
as every consumer of natural gas, is go- 
ing to be affected seriously by this fight. 

He advocated the adoption of fair field 
price or commodity value of gas as the 
appropriate operating expense allowance, 
suggesting that this would serve at once 
to clear the atmosphere. No consistent 
middle ground is possible, he contended, 
adding, “I venture to suggest that the 
FPC would find itself with a bear by the 
tail if it should finally be successful in 
maintaining the cost alternative over all.” 

Mr. Wheat said that if the atmosphere 
was cleared as he suggested numerous 
producers, particularly large oil compa- 
nies which also produce gas, would stop 
wasting their gas into the air—which 
some are doing rather than subject them- 
selves to possible Federal regulation— 
and would offer such gas to pipe lines ca- 
pable of taking it. Further, he added, 
royalty owners and independent pro- 
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ducers would then be assured fair and 
equal treatment measured by the laws of 
supply and demand which apply to every 
transaction involving produced gas. 
Pipe-line companies could then afford to 
attach adequate, long-time reserves to 
their line by ownership or contract, 
knowing that they would not be penal- 
ized for early entrance into any gas field. 
Also, consumers at the outlet ends of the 
transmission line would not be subject to 
the hazard (now unquestionably pres- 
ent) of having the reserves behind their 
service diverted by their owners by one 
means or another to more stably re- 
munerative uses, or of having their rates 
based in some cases on production costs 
which may exceed the generally recog- 
nized field prices. 


rR. McEntire, chairman of the 
Kansas Corporation Commission, 
speaking from the viewpoint of the state 
conservation agencies, drew attention to 
the conflicting objectives of rate-making 
and conservation agencies. He reached 
the conclusion that the rulings of the Su- 
preme Court in the Canadian River and 
companion cases would freeze the situa- 
tion in “status quo” and retard develop- 
ment and conservation. He said: 


The technique of conservation of an irre- 
placeable natural resource requires, as an in- 
dispensable condition-precedent, a substan- 
tial price for the commodity. In order to 
save anything, it must be worth saving. The 
most difficult obstacle that has confronted 
the supporters of conservation, in their long 
fight to prevent the dissipation of natural 
gas, has been the fact that for many years 
natural gas has been a commodity of very 
low value. This has been especially true in 
the mid-continent and gulf-coast areas which 
are far distant from the great centers of 
population where large demands for the 
product have existed... . 

It seems to me that the application of orig- 
inal cost to production property is not only 
harmful but almost fatal to the cause of 
conservation of natural gas. As I have said 
before, the chief reason for gas wastage is 
that it has been so cheap that it has not been 
worth saving. The inclusion of great gas 
supplies at a negligible figure or at no fig- 
ure at all in a rate base by the Federal Power 
Commission can have no other effect than to 
further depress the value of the product. 
Such action can only force the gas to be sold 
below its intrinsic worth. And such a situ- 
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ation is permanent in character, fixing the 
sale price solely on the basis of the checkered 
financial career of gas transmission com. 
panies. Selling at this depressed value, the 
gas is bound to undersell other fuels which 
in themselves are not as valuable as is the 
gas. By this process, this luxury fuel js 
forced to crowd other fuels out of great 
markets, and, at the same time, to increase 
greatly its own consumption, without regard 
as to whether that consumption is beneficial 
or grossly wasteful. 


Mr. McEntire admits there is no en- 
tirely satisfactory answer available, in 
balancing the legitimate interests of the 
consumers on one hand against the neces- 
sity of conserving the resource against 
wasteful practices and wasteful uses. All 
phases of the question, Mr. McEntire 
added, “must be considered—the future 
as well as the present, and the social as 
well as the economic.” He expressed 
doubt that the complete answer can be 
found within the framework of the pres- 
ent Natural Gas Act. Assuming that Con- 
gress should furnish appropriate author- 
ity and standards, he suggests one of two 
methods to give reasonably adequate and 
fair results: 

First, the adoption of some method of 
fixing a fair price for the commodity at 
the wellhead by administrative action, 
along the lines set forth by Justice Jack- 
son’s dissent in the Hope Case. 

“The second possible alternative,” Mr. 
McEntire said, “would be even more 
drastic and is of a character that almost 
makes one hesitate to recommend it. It 
would be a legislative mandate divorcing 
production and gathering activities en- 
tirely from transmission and sale.” 


iy concluding, he emphasized the chaos 
in the industry, by telling the commis- 
sion : “Now we find a new element enter- 
ing the picture. The Federal control im- 
posed on the industry not only does not 
correct the inequities, but, on the con- 
trary, appears to have the practical effect 
of freezing the economic factors and 
eternally keeping the situation in status 
uo.” 
He expressed the belief that gas should 
be utilized as fully as possible and in s0 
far as equity and good conscience will 
permit, for the upbuilding of an area. 
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“NOW I'VE SEEN EVERYTHING. THE IDEA! LOSING A BASS DRUM IN A 
PHONE BOOTH!” 


While there is an ample reserve, he said 
his area did not have enough gas to un- 
dersell every other type of fuel forever 
and should not be expected to do so. As 
one important member of that “texture 
of multiple strands,” he urged full con- 
sideration and protection for the interests 
of the producing areas. 


rR. SHANNON, then general counsel 
Yi for the Federal Power Commis- 
sion, outlined the duties of the FPC un- 
der the Natural Gas Act and argued that 
original and actual production costs or- 
dered by the FPC in the Canadian River 
and companion cases was the only prac- 
tical method of establishing a rate base. 
He said that other methods would intro- 
duce a “grave element of uncertainty into 
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the industry.” He attempted to justify the 
position of the FPC and asserted that 
that agency had stabilized the industry 
from the investor standpoint. 

In considering the FPC’s method of 
handling the problem under discussion 
(Panhandle, Canadian, and Colorado-In- 
terstate cases), Mr. Shannon reminded 
the commission that it must be remem- 
bered that the only issue in a rate pro- 
ceeding before the FPC “is a determina- 
tion of the reasonableness of the rates 
under which the pipe-line company sells 
natural gas at various ‘city gates’ to dis- 
tributing companies which resell such 
gas to retail customers.” He continued: 

However, the gas which the pipe-line com- 
pany produces is not sold until it reaches 
the “city gate” and the price which is 
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charged at that point represents the inter- 
state wholesale rate to be regulated by the 
commission under the (Natural Gas) Act. 
Faced with the determination of the just 
and reasonable rates to be charged by the 
pipe-line company for the gas which it pro- 
duces, the Federal Power Commission has 
taken it for granted up to now that it should 
see to it that the company secures full re- 

imbursement for all the costs, including a 

fair profit, it incurs in the process of ac- 

quiring and developing an adequate gas sup- 
ply. 

The FPC, with that view, has allowed 
as part of the pipe-line company’s rate 
base “the actual investment which it has 
made in producing leaseholds and all the 
costs which it incurs in acquiring acre- 
age for prospective production. The orig- 
inal bonus payments for the lease, as well 
as legal and other fees necessary to per- 
fect title, etc., are included in the rate 
base,” he said. 

The natural gas industry was repre- 
sented at the meeting by advisory com- 
mittees from the Independent Natural 
Gas Association of America, American 
Gas Association, Independent Petroleum 
Association, the four divisions of Mid- 
Continent Oil and Gas Association, and 
the New Mexico Oil and Gas Associa- 
tion. 

On July 21st announcement was made 
of the names of industry members who 
will serve on the steering committee to 
prepare the natural gas industry’s case 
during the Federal Power Commission’s 
investigation hearing scheduled to start 
September 18th at Kansas City. The 
steering committee and subcommittees 
will use the services of E. Holley Poe and 
Associates, nationally known natural gas 


engineers, as well as other consultants 
and personnel from the industry, in ¢o- 
Ordinating the material to be presented, 
Members of the steering committee 
are: E. Buddrus, Panhandle Eastern 
Pipeline Company, Chicago, Illinois; D, 
D. Harrington, Hagy, Harrington & 
Marsh, Amarillo, Texas; Paul Kayser, 
Gulf States Oil Company, Houston, 
Texas; Joseph Bowes, Oklahoma Nat- 
ural Gas Company, Tulsa, Oklahoma; 
William H. Wildes, Republic Natural 
Gas Company, Dallas, Texas; Walter 
Beckjord, Columbia Gas & Electric Com- 
pany, New York; J. F. Robinson, East 
Ohio Gas Company, Cleveland, Ohio; R. 
W. Hendee, Colorado-Interstate Gas 
Company, Colorado Springs, Colorado; 
William Moeller, Southern California 
Gas Company, Los Angeles, California; 
B. R. Bay, Northern Natural Gas Com- 
pany, Omaha, Nebraska; F. S. Kelly, 
Arkansas Natural Gas Company, Shreve- 
port, Louisiana ; N. C. McGowen, United 
Gas Pipe Line Company, Shreveport, 
Louisiana; John A. Ferguson, Inde- 
pendent Natural Gas Association of 
America, Washington, D. C.; S. B. Ire- 
lan, Cities Service Gas Company, Okla- 
homa City, Oklahoma ; Rex Baker, Hum- 
ble Oil & Refining Company, Houston, 
Texas; Don Emory, Phillips Petroleum 
Company, Bartlesville, Oklahoma; E. V. 
Kesinger, Natural Gas Pipeline Com- 
pany, Chicago, Illinois ; R. H. Hargrove, 
United Gas Pipeline Company, Shreve- 
port, Louisiana ; Richard Alden, Phillips 
Petroleum Company, Bartlesville, Okla- 
homa; E. L. Rawlins, United Gas Pipe- 
line Company, Shreveport, Louisiana. 





Missouri Valley Folks Tell Objections 
To an “Authority” 


MONG the ever-increasing flow of 
statements—pro and con—upon the 
widely publicized proposal for develop- 
ment of the Missouri river basin, one 
of the most readable to come to our no- 
tice recently was issued by the Missouri 
Valley Development Association. Upon 
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the cover it states: “What is the Pick- 
Sloan Law? It’s Your Business to 
Know.” 

The booklet tells of the field of work 
and accomplishments of the Army Eng'- 
neers, with whom General Pick has been 
an executive officer for many years. Sim- 
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ilar details are given about the Bureau 
of Reclamation, one of whose chief en- 
gineers is W. G. Sloan. 

An outline is given of the codrdination 
of the work of these two long-estab- 
lished government agencies for develop- 
ments along the Missouri river, based 
upon comprehensive plans already pre- 
pared. These plans, fused into a single 
program, were embodied in the Flood 
Control Act, which became law in De- 
cember, 1944. In the Missouri valley 
basin it is known as the “Pick-Sloan 
Law.” 

Several pages of this booklet are de- 
voted to pertinent comments upon “Au- 
thority Promoters,” “Confusing the 
Issue,” and an analysis of the proposed 
authority, in which considerable light is 
cast upon the “social-development” 
phases of this proposed legislation. The 
terse assertion is made that “the type 
of ‘authority’ provided for by the Mur- 
ray Bill attacks the very heart of the 
American system of private enterprise.” 

Then follows some extremely interest- 
ing and revealing comments as to “Who 
Wants the New Authority?” It is stated 
that “one of the most remarkable things 
in connection with the proposed ‘author- 
ity’ is that there has been no great clamor 
for it by the people of the valley states 
or by their elected representatives.” 

Quoting further: “While Senator 
Murray of Montana introduced the ‘au- 
thority’ bill, no one in Montana is known 
to have asked him for its introduction 
as evidenced by a resolution passed by 
the Montana legislature opposing it.” 

And — “among the first ones to de- 
mand an ‘authority’ was the national 
leadership of the CIO.” 


eB, part of the booklet then goes 
on to point out the support of the 
Socialists for an “authority,” with the 
long-time active interest of that group 
in urging further entry of the Federal 
government into the electric power field. 
“The Socialists,” the booklet states, “are 
always enthused over the establishment 
of any kind of a Federal authority such 
as TVA or the proposed ‘authority.’ 
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They have looked with longing eyes at 
our basic industries, and the electrical 
utility has been Number One on their 
list for many years.” 

Then this bit of history on the So- 
cialist viewpoint on electric power is 
given: 

As long ago as 1927 there was published 
in the New Leader, which was then the of- 
ficial newspaper of the Socialist party of 
America, an article by H. S. Raushenbush.* 
In referring to the electric industry, he 
wrote: 

“Here is an industry in which $8,000,000,000 
are invested already and another billion is 
added every two years, We have made three 
attempts at control... . A fourth attempt, 
which I look upon as much more hopeful, is 
the one which seeks to set up through gov- 
ernment ownership at Muscle Shoals, at 
Boulder dam, and on the St. Lawrence, yard- 
sticks by which the efficiency of private 
aad under regulation may be meas- 
ured. ... 

“We cannot hope to take over the whole 
$8,000,000,000 industry successfully, even if 
it were generally thought advisable to do so 
at the moment. ... But a scattered series of 
great generating plants selling their power 
within 300-mile radiuses might be expected 
to have a very considerable influence upon the 
extension of public ownership to the trans- 
mission lines and the whole industry. . . . 

“Our long-time aim is the abolition of the 
profit system for private use. Our strategy is 
to make and take every opportunity to prove 
that it works. We must force our experts 
on agriculture, trusts, coal, power, subways, 
housing, milk, etc., to tell us correctly which 
the next steps are, and then take them and 
identify ourselves with their success.” — 
Congressional Record, March 24, 1942, page 
2980. 


*Mr. Raushenbush in recent years has been 
on the staff of the Department of the Interior. 
In the report of hearings before the House 
subcommittee on appropriations on the In- 
terior Department’s Appropriation Bill for 
1946, a list of the department’s employees is 
printed. In that list appears the name of 
“Stephen Raushenbush, chief, branch of plan- 
ning and resources,” division of power—the 
highest paid employee of that division of the 
Interior Department. 


Inasmuch as TVA is brought forward 
as a pattern by the proponents of MVA, 
this booklet devotes several pages to 
TVA, with comments upon certain of 
the claims advanced for that project, es- 
pecially as to its “contribution to the 
war effort,” and to the much-discussed 
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tax question. Charts add to the effective- 
ness of the presentation of these matters. 

As to the purpose and activities of the 
Missouri Valley Development Associa- 
tion, these closing paragraphs give these 
details: 


The officers and directors were elected 
after consulting with the governors of the 
ten states in the Missouri valley basin and 
with other civic leaders interested in good 
local and state government; men who un- 
derstand Missouri valley problems and who 
are interested in seeing the over-all program 
for flood control, reclamation, and naviga- 
tion in the Missouri valley continued as soon 


as the war will allow, unhampered and un. 
fettered by unnecessary and dangerous Do- 
litical trimmings. 

These men are interested in preserving 
the American system with its three existing 
branches of government and which is based 
on private enterprise. They are opposed to 
any attempt to set up a fourth branch of goy- 
ernment in the form of a Federal incor. 
porated authority. 


The headquarters of the association js 
1120 Sharp building, Lincoln, Nebraska, 
and John B. Quinn is its executive di- 


rector, 
—R. S.C. 





Honesty and Economics in Public Spending 


f Bown “the means justifies the end” 
seems to be a philosophy which in- 
fluences far too many, both in public and 
private life. In the current summer num- 
ber of the Harvard Business Review, 
Ralph E. Flanders, president of the Fed- 
eral Reserve Bank of Boston, in an ar- 
ticle, “The Moral Dilemma of an Indus- 
trialist,” cites an instance in connection 
with governmental policies in public 
power which points a moral: 


The basic moral problem for the business- 
man, in the form in which it has been par- 
ticularly troublesome to me, is that of the 
badness of good people and things. I do not 
mean a moral badness of good people, or, at 
least, I am not sure that I mean a moral 
badness. I am thinking more of such evils 
as ignorance and stupidity and the rather 
more reprehensible evil of willingness to use 
dubious means to effect a moral end. 

Let me give you an example of what I 
mean by bad means to good ends—an ex- 
ample taken from the political field, a large- 
scale example but localized in one spot where 
we can see it. I am thinking of the Ten- 
nessee Valley Authority along with its an- 
cestor, the Muscle Shoals power develop- 
ment of the first World War. The ends were 
worthy. It is of great importance that we 
should have undertaken this endeavor to 
raise the standard of living of a whole re- 
gion. We can be proud of the moral imagina- 
tion which conceived the undertaking. 


“But,” Mr. Flanders states, “both of 
those developments were sold on the kind 
of false promises which, if they had been 
used to float a private stock issue, would 
never have passed the Securities and 
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Exchange Commission. He continued: 


Muscle Shoals was presented to us as a 
wartime necessity and a peacetime asset for 
the fixation of nitrogen. Its product was to 
be used in powder for war and in fertilizer 
for peace. But the method of fixing nitrogen 
which required this great power develop- 
ment was obsolete when the plan was pro- 
posed. No responsible scientist or engineer 
informed on the subject would have advised 
a client, whether an individual, a corpora- 
tion, or a government, to put a dollar into 
the enterprise, in view of much more effec- 
tive and less expensive methods of fixing 
nitrogen. Yet when these facts were brought 
to the attention of Congress, publicly and pri- 
vately, the cry was raised that those who 
submitted the facts were concerned with 
preventing the government from embarking 
in power generation (as, quite conceivably, 
many of them were), and the facts never got 
a hearing. 


Then, the writer further observes that 
“the TVA was presented to the Ameri- 
can people as a ‘yardstick’ of electrical 
power costs for judging the rates charged 
by privately owned public utilities. It 
never was and never could have been a 
yardstick ; or at least it would never have 
been allowed to become an honest yard- 
stick, since the comparison would have 
had to be unfavorable to the public en- 
terprise.” He added: 

. . . There are several factors to be reck- 

oned with first: the local taxes, which TVA 

does not pay but which it has in part made 
up by voluntary payments to the communi- 


ties; likewise the enormous income tax pay- 
ments of the utilities for which TVA has 
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no corresponding offset; and, furthermore, 
the difficult accounting problem of separat- 
ing the costs of power, flood control, and 
navigation—an accounting problem whose 
difficulty is a fortunate circumstance for 
those who wish to believe that power can be 
publicly generated and marketed to the con- 
sumer more cheaply than it can be by private 
corporations. 


a8 nd it is noted, “those who raised 
these questions at the time the 


legislation for the establishment of the 
TVA was pending were again branded as 
tools of ‘the interests,’ and calculations 
and facts were immediately ruled out.” 
Mr. Flanders then said: 


The moral problem here can be seen more 
specifically, and thus more clearly, if we look 
at the experience of the original chairman of 
the TVA, Dr. Arthur E. Morgan, a man of 
high moral principles and intellectual in- 
tegrity. 
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I first became acquainted with Dr. 
Morgan’s fine characteristics when, as vice 
chairman of the American Engineering 
Council, I was endeavoring to bring the 
yardstick argument out into the open. My 
correspondence with Dr. Morgan made it 
clear to me that his point of view on the 
Tennessee valley experiment was based on 
the solid ground of its being an earnest en- 
deavor to improve human living conditions 
in a substandard area. He would nct allow 
himself to be a pawn in the political game 
of public versus private electrical power. 

But, because he would not play this politi- 
cal game, he got into trouble. There may 
well have been other difficulties with this 
good man. He is said not to have been an 
easy man to get along with. He is said not 
to have been a good organizer. These things 
may be so; I do not know. 


“But,” adds Mr. Flanders, “I do know 
that in dealing with the private utilities 
in this area he refused to adopt sharp 
practices and bludgeoning tactics which, 
if applied by a private utility against a 
competitor, would have landed the as- 
sailant in the toils of the law.” He con- 
tinued : 


. It was Dr. Morgan’s principle that 
good ends were worthy of good means and 
ultimately could be served by no others. The 
other board members of the TVA, however, 
proceeded on the assumption that the good 
end justified any means. 

Here, then, is a dilemma. Should the moral 
man condone evil means toward good ends? 
Should he oppose evil means and lose his 
chance to effect good ends? Or what? 


N the same periodical is another ar- 

ticle, “Effect of Taxation on Invest- 
ment,” by Henry C. Wallich, member, 
foreign research division, Federal Re- 
serve Bank of New York, in which the 
author makes the following comment 
relative to the economic value of certain 
expenditures made by these public agen- 
cies: 

.. What effect will the government’s ex- 
penditures have on the attractiveness of new 
investment ? 

Of particular importance here are the gov- 
ernment’s own investment activities, for they 
carry immense potentialities for good or 
evil. A single strategic public works project 
—a waterway, a road net, or a dam—may 
open up entire new areas to private invest- 
ment possibly quite out of proportion to the 
amount of public expenditure, The building 
of the Erie canal is an example from our 
early history; some of the river valley de- 
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velopments seem to present similar vistas 
in our own time. 


Attention is directed to the fact that, 
“on the other hand, a few power lines 
built to parallel a private distribution 
net, accompanied by appropriate 
speeches, may scare large amounts of 
potential investment funds back into 
idleness and blight investment over wide 
areas of the utility industry.” Mr. Wal- 
lich added: 


Because it is the nature of public invest- 
ment and not its amount which is decisive for 
the role which public investment may play 
as a catalyst of private investment—or as 
freezing agent sometimes—there is little to 
gain by generalizing about its effects in this 
respect. It is equally easy to paint rosy vistas 
of new industries, communities, and markets 
created by public investment, and to sum- 
mon up the specter of idle plants and deserted 
factories. Both possibilities have been rich- 
ly exploited by economists in accordance 
with their respective leanings. Those who 
generally are in favor of large-scale public 
investment may point to numerous fields not 
suited for private investment—public health, 
education, resources conservation, regional 
development—in which government action 
would not compete with business but would 
open the way to complementary private in- 
vestment. 


On the other hand, the writer declares 
that “those who fear increasing govern- 
ment activity may point with equal justi- 
fication to the deadening effect upon pri- 
vate initiative of certain ‘yardstick’ proj- 
ects. What on balance may be the result 
depends entirely on the selection of pub- 
lic works projects.” 

Mr. Wallich said further: 


Instead of emphasizing the “multiplier 
effect” of a billion dollars’ worth of public 
investment, a more intense effort should be 
made to find out how and where this billion 
dollars could be applied with the greatest 
benefit to private investment. What seems 
to be needed is a more intensive preoccupa- 
tion by public officials, economists, and busi- 
nessmen with the qualitative effects of pub- 
lic investment. 


There is food for thought in the words 
of both of these writers’ observations. 
They strike at fundamentals of specific 
problems facing many types of business 


interests these days. 


—R. S. C. 
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FPC Advises Congress on Commission Activities 


URING the recent hearings on the 

Independent Offices Appropriation 
Bill for 1946, which was subsequently 
enacted by Congress, some interesting 
data were presented dealing with the op- 
erations of the Federal Power Commis- 
sion during the fiscal-war year of 1945. 

Excerpts from these hearings indicate 
that certain suspensions or curtailments 
were initiated in the commission’s work 
‘a response to congressional and execu- 
tive suggestions, beginning with the fis- 
cal years of 1940 and 1941. These sus- 
pensions or curtailments have been con- 
tinued in order to permit performance of 
direct war duties. As a result, there is 
now an accumulated “backlog” which, 
under normal procedures, could only be 
disposed of by additions to FPC staffs 
formerly assigned to the handling of 
these matters. 

FPC representatives expressed hope 
and belief that by the adoption of 
“streamlined” procedures these accumu- 
lated duties might be disposed of within 
a reasonable time, if funds are made 
available. 

The commission’s testimony stated, 
with respect to the accumulated number 
of applications for certificates on natural 
gas construction: 

Granting of certificates of convenience 
and necessity for the construction, extension, 
and acquisition of natural gas pipe lines un- 
der the amendment of February 7, 1942, to 
the Natural Gas Act. This work already 
exceeds in number and in complexity of 
cases all other functions performed under 
that act. These certificate applications must 
be handled promptly and are increasing rap- 
idly as War Production Board restrictions 


are removed. It is now being handled by a 
wholly inadequate staff. 


On the results of the Holding Com- 
pany Act, administered by the Securities 
and Exchange Commission, the FPC’s 
testimony stated: 


By 1946 the process of dissolving these 
holding companies (under the Public Utility 
Act of 1935) will be largely completed and 
their former subsidiaries will have become 
subject to the provisions of the Federal 
Power Act, as to issuance of securities, main- 
tenance of accounts, acquisition and sales 


of facilities, etc. This will substantially in- 
crease the work of the Federal Power Com- 
mission and adequate provisions for the per- 
formance of this function should therefore 
be made in the 1946 budget. It is estimated 
that, when Securities and Exchange Com- 
mission has completed this phase of its work, 
the number of utilities subject to Federal 
Power Commission jurisdiction in these re- 
spects will be increased about sixfold. 


) B gore with the FPC’s activities 
generally from the standpoint of 
increased administrative effort, the com- 
mission spokesman stated : 


Examples of . . . work (which will sub- 
stantially increase as the war comes to an 
end) are: 

(a) Certificates for natural gas pipe-line 
extensions, and for the abandonment of spe- 
cial facilities installed exclusively for war 
purposes. 

(b) Utility security issues. 

(c) Mergers and consolidations. 

(d) Determination of the status of electric 
utilities under the Federal Power Act, with 
special regard to the effect of widespread 
pooling and interconnections effected during 
the war. 


On the subject of determination of ac- 
tual legitimate original cost of water- 
power projects, the Federal Power Com- 
mission’s testimony was in part as fol- 
lows: 

These determinations of the original cost 
of licensed projects are mandatory under the 
Federal Power Act. They are required not 
only as a basis for rate proceedings and ulti- 
mate recapture but also for the establishment 
of amortization reserves under § 10(d) of 


the act. 
As of December 1, 1944, the accumulations 


were: 
Number Claimed Cost 
Awaiting hearing or 
other commission 
action 19 $124,869,000 
Investigation partial- 
ly complete 28 254,193,000 
Awaiting investigation 20 93,301,000 
Awaiting filing of 
claimed costs 18 146,212,000 
Under construction 
(preliminary costs) 4 164,000 


$618,739,000 


Prosecution of unlicensed water-power 
projects located without appropriate author- 
sty in navigable waters of the United States. 
—A preliminary survey of these unlicensed 
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projects was initiated in 1938 and by 1940, 
when the investigation was suspended, had 
revealed a large number of water-power 
dams constructed, apparently without prop- 
er authority, in navigable waters of the 
United States. .. . Prosecutions of unlicensed 
projects, initiated prior to 1940, have resulted 
in 10 major projects, with a capacity of 403,- 
390 horsepower under license. These proj- 
ects have already paid $284,341 in back 
charges into the Treasury and are currently 
paying annual charges of about $40,000. Five 
applications now pending will produce about 
$5,000 more in annual charges. In addition 
preliminary notices have been served on 74 
projects with 1,689,000 horsepower, but have 
not been prosecuted because of lack of man 
power and funds.... 

Determination of the actual legitimate in- 
vestment of natural gas compantes, subject 
to the jurisdiction of the commission, and 
readjustments of their books in accordance 
with the uni orm system of accounts.—Be- 
cause of lack of funds and man power no 
such determinations or readjustments of the 
accounts of natural gas companies have yet 
been made, except in connection with the 
prosecution of rate cases. This work is there- 
fore substantially in arrears and should be 
carried forward as soon as possible. 


peg the necessity for “reconver- 

sion” from the standpoint of regula- 
tion after the war emergency has passed, 
the FPC’s testimony concluded: 


The statutory duties of the commission 
which have been suspended or curtailed since 
1940-41 in response to legislative or execy- 
tive direction, as set forth above, have now 
accumulated to a point where their perform- 
ance can no longer be delayed even if the 
war continues. This is clearly shown by the 
following figures from the commission's 
records: 

Dis- 
Instituted posed of 
Durin During 
Fisca Fiscal Pending 
Year Year June 30, 
1944 1944 1944 
Gas rate and 
certificate 
77 106 185 
Interstate elec- 

tric cases .. 70 69 
Interlock- 

ing directo- 

rate cases . 23 62 
Restoration of 

public lands 32 41 
War Depart- 

ment refer- 

ral reports . 19 22 


Thus, in spite of the fact that the com- 
mission, with a reduced staff, during 
1944 cleaned up more cases than were 
instituted, it was stated, “the accumula- 
tions in most of the above categories rep- 
resent more than a full year’s work.” 


. 





Utilities Alert with Plans for Postwar 
Service Extensions 


NNOUNCEMENTS are appearing, since 
VE-Day, of comprehensive plans 
by business-managed utilities for ex- 
tending their facilities to serve more peo- 
ple when these war days are ended. In 
some cases, where there is a need, added 
capacity is to be installed. It is signifi- 
cant that such steps are not impromptu 
nor sporadic—they are in keeping with 
a long-established practice of farsighted 
managements to plan ahead. 

As an instance of this movement, it 
was stated recently by Thomas W. Mar- 
tin, president of Alabama Power Com- 
pany, that his company contemplates 
spending $30,000,000 over a reasonable 
period of postwar days. New generat- 
ing equipment, transmission lines, and 
substations will be provided, and rural 
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lines extended. For this latter field of 
service there will be built 6,000 miles of 
new lines to serve 30,000 additional farm 
and rural customers. Also, along exist- 
ing rural lines there will be connected an 
estimated 7,000 new customers. When 
this postwar program is completed the 
company’s electric service will be avail- 
able to 95 per cent of all farms within 
the area (ss of the 67 counties in the 
state) closer to the company’s lines than 
to the lines of codperatives or other utili- 
ties. A total of 76,000 rural and farm 
customers will then be supplied from 
some 13,000 miles of rural lines. 


( I ‘HE important collateral feature of 
an expenditure of $8,000,000 for 
these rural extensions alone, as pointed 
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out by Mr. Martin, is that jobs in engi- 
neering, construction, transportation, 
and manufacturing will be provided for 
1,400 people for two years. The entire 
$30,000,000 program will mean jobs for 
2,000 persons a year for five years, and 
these employees will be in addition to the 
regular operating staff. Thus, the com- 
munities served will be benefited by the 
electric extensions, and employment will 
be given to many people in carrying out 
the program. 


Such constructive plans for expansion, © 


and their far-reaching effects, illustrate 
the practical contribution which utility 
companies will make in providing jobs 
to aid stabilization in the postwar period. 
There is also another angle to this 
question of making more jobs for more 
people, to which Mr. Martin calls atten- 
tion, out of long experience. This is the 
practical assistance which a utility com- 
pany can give, through the services of its 
own industrial development department, 
to aid industries which may be seeking 
location for establishing a new plant. 
What this may mean to a community is 
shown in a recent analysis as to a single 
150-man plant. Mr. Martin cited these 
interesting figures : 
... A $100,000 plant investment means the 
support of 1,000 people, an annual payroll 
of $200,000, a dozen stores, sales and service 
for 200 automobiles, a 10-room schoolhouse, 
opportunity for a dozen professional men, 
yearly markets for $300,000 in farm prod- 
ucts, an annual expenditure of $1,000,000 in 
trade, $60,000 annually for railroads, a tax- 
able valuation of $1,000,000, and public im- 
provements. 


E Be 2s this definite interest on the part 
of utility managements in fostering 
industry development is more than war- 
ranted is further confirmed in a recent 
news release, by Edison Electric Insti- 
tute, which states that “industrial power 
sales provide one of the keys to more 
jobs and a higher level of community 
prosperity after the war.” The statement 
is based upon a survey of industrial 
power markets by the institute’s com- 
mercial planning committee, the work of 
power company executives in nearly 
every section of the country. 

This survey emphasizes that the elec- 


263 


tric industry has never recognized a limit 
to its growth, and postwar gains are seen 
ahead as “the result of new inventions, 
new applications of electricity, and im- 
proved methods of producing goods in 
greater quantity at lower cost.” The in- 
dustrial fields in which the prospects for 
the use of power are noted are steel, 
chemicals, foods, and mining. 

It appears from this report that the 
steel mills should be one of the best post- 
war customers for electric power. The 
pent-up demand for 12,000,000 automo- 
biles ; the market for millions of homes; 
the needs of the railroads for several mil- 
lion tons of steel rails; the replacement 
of 500,000 trucks on farms; and the de- 
mands for steel in reconversion and high- 
way construction all point to high activ- 
ity in this major industry, which already 
uses 16 per cent of all power sold by 
utilities for industrial purposes. 


I* chemicals, too, large volumes of en- 
ergy will be used for making caustic 
soda and chlorine and its derivatives, 
which in turn find a wide variety of uses 
in the manufacture of petroleum prod- 
ucts, soap, textiles, paper, rubber, plas- 
tics, and dyes. 

The cement and glass industries are 
also large users of electric power and the 
development of added uses for these 
products indicates a growing power de- 
mand in these fields. 

It is anticipated that in coal mines 
there will be increased use of power- 
driven mechanized equipment. Also coal 
cleaning and processing will be another 
source of revenue when more coal goes 
to provide the raw materials for plastics, 
nylon, and rayon. 

Accelerated research in many lines of 
industry, caused by war demands, has 
produced numerous new products and 
processes. Adaptation for peacetime 
needs may well result from these devel- 
opments. These, together with new in- 
ventions which will require the use of 
power in their production or use, will all 
contribute to the added postwar indus- 
trial demand for electric power to be sup- 
plied by the business-managed public 


utilities. 
—R. S.C. 
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Urges Study of CVA 


HE people of the Northwest were “urged 

to become fully advised of the meaning of 
the Columbia Valley Authority” recently by 
former Governor Ralph Carr of Colorado, 
who was in Seattle, Washington. 

“My feeling is that the CVA is not friendly 
to the development of the valley’s possibilities,” 
Carr said. “The states on the Columbia river, 
acting in codperation with the existing Federal 
agencies, such as the Corps of Army Engineers, 
Bureau of Reclamation, Soil Conservation 
Service, and Federal Power Commission, can 
develop any one of the multiple uses of water 
and soil and do it better than any authority can. 

“The introduction of the authority would 
be an absolute change in our form of govern- 
ment to the exclusion of the states and inter- 
ests of citizens under the constitutional setup 
which we now know. 

“The states have distributed and adminis- 
tered the water of western rivers since these 
sections were settled, and to exclude the 
states from participation in the development of 
our country would be not only unconstitutional 
but un-American.” 

Carr, who spoke at a dinner given by the Pa- 
cific Northwest Development Association, and 
was to address the Seattle Kiwanis Club the 
following day, said the CVA is a “new thing,” 
and that people in this section are unadvised 
about it. 


CIO Plans New Utility Union 


| ape of the Congress of Industrial Organi- 
zations to discard its present Utility Work- 
ers Organizing Committee and form an en- 
tirely new utility workers national union were 
disclosed in New York city on July 24th si- 
multaneously with the announcement that the 
Brotherhood of Consolidated Edison Em- 
ployees, independent, had voted to affiliate with 
the new CIO group. 

The independent Edison Company brother- 
hood, which reiected a similar move in March, 
1944, voted 8,555 to 2,843 to join forces with 
the CIO in a mail referendum completed the 
morning of July 24th, it was announced by 
Joseph A. Fisher, president of the joint coun- 
cil of the brotherhood. 

Both Mr. Fisher and Harold J. Straub, gen- 
eral chairman of the CIO-UWOC, said a 
meeting of the leaders of the formerly inde- 
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pendent union and the existing CIO utility 
workers’ setup would meet with Philip Mur- 
ray, CIO president, to lay plans for the new 
organization and expansion of organizational 
activities. 

Mr. Fisher said the probability was that a 
third organization, the United Utility Unions 
of America, of which he is also president, 
likewise would become a member of the new 
CIO union. 

He disclosed that the executive committee 
of the independent national union that met in 
Cleveland in May had made a recommenda- 
tion in favor of the merger and that voting 
now going on indicated that the memberships 
of the various units throughout the country 
favored joining the CIO. 

The Tri-States Utility Workers, which has 
its headquarters in St. Louis, Missouri, al- 
ready has voted for affiliation, he said, and 
officers of the independent groups in the Gulf 
states, whose headquarters are in Beaumont, 
Texas, and New Orleans, Louisiana, had in- 
formed him they were taking similar steps. 

Mr. Straub said: “The CIO contemplates, 
through the creation of this union, an exten- 
sive organization drive in the utility field 
throughout the United States.” 

He predicted that the new CIO utility union 
would enter the new year with at least 100,000 
members, of whom 40,000 to 50,000 were now 
with the independent groups. 

Mr. Straub observed that the new CIO 
group would be the only trade union with a 
membership made up of utility workers only. 
The International Brotherhood of Electrical 
Workers, American Federation of Labor, 
which accepts utility workers in its ranks, has 
a large part of its membership outside the 
utility field. 


Joint Application Filed 


Bere application for a certificate of public 
convenience and necessity to extend and en- 
large their existing natural gas transportation 
system was recently filed with the Federal 
Pcwer Commission by the Natural Gas Pipe- 
line Company of America and Texoma Natu- 
ral Gas Company, operated as one business 
with headquarters in Chicago. The two com- 
panies seek authority to enlarge their natural 
gas delivery capacity from the present 268,- 
000,000 cubic feet per day to 349,000,000, an 
increase of 81,000,000. 
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The applicants propose to spend about $18,- 

000,000 for compressors, pipe lines, and other 
equipment of which the principal items are as 
ollows : 
Texoma Company: four 1,250-horsepower 
engines at its Station No. 22 in the Panhandle 
feld, increasing the installed compressor ca- 
pacity to 9,000 horsepower; enlargement of 
the dehydration and natural gasoline plant fa- 
cilities at Station 22; and construction of 25.86 
miles of 26-inch pipe line paralleling its pres- 
ent 24-inch pipe line along the northerly por- 
tion of its transportation system. 

Natural Gas Pipeline Company : loops or ad- 
ditional sections of pipe lines parallel to its 
original 24-inch pipe line, where such loops 
are not now installed, totaling 286.48 miles of 
%-inch line; 52.27 miles of 24-inch line on the 
northern end of the system; the completion of 
a 20-inch line extending 19.75 miles north of 
Belvidere, Illinois, by the installation of two 
railroad crossings; and the construction of 
laterals. 

The applicants propose to sell gas to dis- 
tributing companies for resale in the following 
communities not now served: Creston and 
Washington, Iowa; Mendota, Rockford, Free- 
port, Pecatonia, Winnetka, Glencoe, Deerfield, 
Highland Park, Bannockburn, Highwood, Lake 
Forest, Lake Bluff, North Chicago, Waukegan, 
Zion, Winthrop Harbor, Rosecrans, Wads- 
worth, Russell, Gurnee, Gages Lake, Grays 
Lake, Libertyville, Mundelein, Diamond Lake, 
Half Day, Prairie View, Aptakistic, and 
Rondout, Illinois. 

The applications of Texoma and Natural are 
conditioned on the granting of an application 
to be filed by Chicago District Pipeline Com- 
pany for authority to enlarge its facilit’es to 
the extent necessary to receive additional vol- 
umes of gas from Natural. 


Preliminary Permit Denied 


Arnacaran of the California Oregon Power 
Company of Yreka, California, for a pre- 
liminary permit to continue studies, plans, and 
financing of the proposed Toketee 40,000-kilo- 
watt hydroelectric project on the North Ump- 
qua river in Douglas county, Oregon, has been 
denied by the Federal Power Commission, 
“without prejudice to filing an application for 
license.” 

In its denial order, the commission stated 
that the company was granted a preliminary 
permit on August 15, 1927, for a plant at the 
Toketee site pursuant to applications filed on 
July 12, 1923, and January 24, 1925. 

On August 15, 1930, the applicant filed an 
application for a license for a project at the 
Toketee site substantially similar to the project 
now proposed. Because of applicant’s failure to 
make any showing as to a definite intention to 
proceed with the development at an early date, 
a eee was dismissed February 23, 


The commission pointed out that “applicant 


has been engaged in the study and planning 
of the proposed project for at least twenty- 
two years.” 

The function of a preliminary permit is to 
give an applicant priority for an application 
for a project license under the Federal Power 
Act, and to give time for making surveys, 
maps, plans, estimates, and financial arrange- 
ments. The commission’s order stated the com- 
pany had not made a showing of facts entitling 
it to additional time for these purposes. 


“Death Sentence” Case Deferred 


HE United States Supreme Court last 

month deferred argument on litigation 
over constitutionality of the “death sentence” 
clause of the Publie Utility Holding Company 
Act. It had been scheduled for October 8th, 
when the next court term will open. 

Attorneys were notified that the indefinite 
postponement resulted from the resignation of 
Justice Owen J. Roberts. It was apparent that 
the resignation had upset the legal quorum of 
six justices necessary to decide the issue. 

The case long had been delayed for lack of 
a quorum last term, but finally was restored to 
the docket on May 28th when Chief Justice 
Harlan F. Stone decided that he was eligible 
to hear it. 

Directly at issue is a case involving the 
North American Company, New York. Com- 
panion cases to be heard at the same time in- 
volve the Engineers Public Service Company, 
the American Power & Light Company of 
Maine, and the Electric Power & Light Cor- 
poration. 


Pipe-line Construction 
Authorized 


HE Federal Power Commission last month 

authorized the United Gas Pipe Line Com- 
pany to construct, at an estimated cost of 
$7,261,221, a 24-inch pipe line extending east 
143 miles from the Carthage field in Texas to 
a point of connection with the Tennessee Gas 
& Transmission Company’s existing main 24- 
inch line at Monroe, Louisiana, and from there 
to a connection with United’s existing facili- 
ties in the Monroe gas field, about 44 miles 
of 18-inch line beginning at the Chicago cor- 
poration’s gasoline plant in the Carthage field 
and connecting with the proposed 24-inch line, 
and appurtenances. 

United is authorized by the FPC certificate 
to operate the facilities, which will have a 
daily capacity of 310,000,000 cubic feet of gas, 
to transport for the Tennessee Company a 
maximum of 114,000,000 cubic feet of gas a 
day from the Carthage field to Tennessee’s 
Monroe compressor station, and to transport 
during the war emergency period a maximum 
of 65,000,000 cubic feet per day for service to 
United’s present customers. The determination 
of the amount to be transported to serve 
United’s customers after the war emergency 
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period is reserved for consideration in the 
light of the circumstances then existing. 

Vice Chairman Olds wrote a separate con- 
curring opinion. 

Interveners, National Coal Association, 
United Mine Workers of America, and cer- 
tain railroads and railroad unions, viewing the 
proposed project as a serious threat to their 
interests, particularly in the postwar era, op- 
posed the granting of the application. The 
Texas Railroad Commission and the Metro- 
politan Eastern Corporation, also interveners, 
took no position for or against the application. 


Application Filed with FPC 


HE Federal Power Commission recently 

received applications from the Montana- 
Dakota Utilities Company, with principal offi- 
ces in Minneapolis, Minnesota, for authoriza- 
tion (1) to purchase all of the outstanding 
securities of Dakota Public Service Company 
of Huron, South Dakota, consisting of 8,370 
shares of common stock without par value, 
$1,000,000 of first and refunding mortgage 
bonds due October 1, 1946, $2,500,000 of notes 
payable due July 1, 1949, and a $1,335,794 in- 
come note payable due July 1, 1949; (2) to 
acquire the electric utility properties of the 
Dakota Public Service Company located in 
North Dakota and South Dakota, by liquida- 
tion of the company immediately after the 
purchase of its securities: and (3) to issue 
securities, consisting of $6,500,000 of notes 
pavable to commercial banks to represent bank 
indebtedness temporarily incurred to finance 
the purchase of the company, $4,000,000 of first 
mortgage bonds, 3 per cent series due Septem- 
ber 1, 1970, and 223,351-4/6 shares of common 
stock of the par value of $5 per share. 

The applicant, according to the applications 
filed with the commission, is a public utility 
company carrying on a natural gas utility busi- 
ness in Montana, North Dakota, South Dakota, 
and Wyoming, and carrying on an electric 
public utility business in Montana and North 
Dakota and to a minor extent in South Dakota. 

The negotiated price for the aggregate of 


all securities of the Dakota Public Service 
Company is $6,521,060 as of April 30, 1945 
the application stated. P 

It is the intention of Montana-Dakota Utilj- 
ties Company to operate the purchased utility 
property as an integral part of its own electric 
utility system. 

The applicant stated that the electric utility 
properties of Dakota Public Service Company 
are contiguous to the applicant’s properties and 
may be efficiently and economically intercon- 
nected; that certain of the communities jp 
North Dakota served with electricity by Da- 
kota Public Service Company are now served 
with natural gas by the applicant; and that 
duplication of administrative and operating ex- 
pense will be eliminated as the result of the 
common ownership of such gas and electric 
properties. 

A similar application was to be filed with 
the North Dakota Public Service Commission, 


SEC Refuses Rehearing 


HE Securities and Exchange Commission 

recently denied the request of a group of 
stockholders for a rehearing on the amended 
plan approved by the commission for recapi- 
talization of the Commonwealth & Southern 
Corporation. 

The commission also refused to the group, 
holding 300,000 shares of the corporation's 
common stock and represented by Alfred J. 
Snyder of Philadelphia, permission to present 
further evidence. It said the petition raised 
“no substantial question not previously con- 
sidered, and the right of review lies in the 
district court upon the commission’s applica- 
tion for enforcement of the plan.” 

The SEC will apply for a court enforce- 
ment order if the amended plan is endorsed by 
stockholders at a special meeting in September. 
Last month the SEC advised stockholders that 
if they did not endorse the company’s plan it 
would have to consider how Commonwealth 
may best “bring its system and capital struc- 
ture into compliance with § 11(b)” of the 
Holding Company Act. 


Arkansas 


Fights Federal Gas Control 


EMBERS of the state public service com- 

mission and the Arkansas Oil and Gas 
Commission, following a meeting with Federal 
Power Commission representatives at Little 
Rock on July 23rd, said they will resist any 
attempt by the Federal agency to assume juris- 
diction over the natural gas industry. 

The two commissions met with Dr. Henry 
W. Blalock and Dan C. Payne of the FPC 
Washington staff to discuss the Federal 
agency’s investigation of natural gas produc- 
tion, conservation, reserves, and possible 
wastage. 
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Chairman Charles C. Wine of the state pub- 
lic service commission and Chairman O. C. 
Bailey of the oil and gas commission, in a 
joint statement, said that Arkansas is carry- 
ing out the conservation program which the 
FPC wants to inaugurate. 

“Arkansas is doing well, what the Federal 
Power Commission admittedly says it is just 
beginning to do, and we see no necessity for 
its entry into the field of gas regulation,” the 
statement said. 

Mr. Bailey said that Federal control of the 
natural gas industry might be accompanied by 
an attempt to assume regulatory authority over 
the petroleum industry. 
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“The two industries are so closely related 
that it would be impossible to control one with- 
out the other,” he said. 

Dr. Blalock said the FPC is “seeking to al- 
leviate” any fear of the state regulatory bodies 
that the Federal agency is attempting to en- 
croach upon their jurisdiction. Purpose of these 
conferences is to gather from all gas-produc- 
ing states all information pertaining to produc- 
tion and distribution of natural gas in order 
to determine whether additional legislation is 
needed to modify the Federal Natural Gas 
Act,” he said. 


Propane Gas Approved 


k ipo state public service commission last 
month granted the Arkansas General Utili- 
ties Company permission to establish the first 
propane gas-heating system in Arkansas at 
Helena, provided no protest was filed after 
formal notice of the application was given. 

The company testified that it would reduce 
rates after conversion from manufactured to 
propane gas, which will be completed about 
November Ist. The change will cost approxi- 
mately $25,000 and an additional $3,000 for 
altering household appliances will be borne by 
the company. 

Company officials said the change is neces- 
sary because steam, formerly derived from the 
electric plant at Helena and utilized in manu- 
facturing gas, will not be available when a new 


110,000-volt power line is built into the city. 

Chairman Charles C. Wine instructed the 
commission staff to gather all necessary infor- 
mation concerning the system so that rules and 
regulations pertaining to propane gas systems 
may be promulgated by the commission. 


Ready to Develop Rural Area 


TS Arkansas Power & Light Company 
last month announced the beginning of a 
statewide rural electrification program by fil- 
ing applications with the state public service 
commission to serve the Dyess Rural Rehabili- 
tation Corporation in Mississippi county and 
to build distribution lines in Boone, Marion, 
Montgomery, and Baxter counties. 

The company has authorized construction of 
1,600 miles of rural lines at a cost of $140,000 
since VE-Day when restrictions were lifted on 
critical materials. 

A contemplated program throughout the 
company’s territory in 62 counties already has 
been surveyed and will cover 2,500 miles at a 
cost of almost $2,000,000. C. Hamilton Moses, 
president, said the company was preparing to 
serve any territory having two customers and 
one prospective customer, and would spend 
$1,000,000 a year on such expansions. 

Construction of lines has begun in Union, 
Columbia, Faulkner, and White counties where 
private contractors are being used to expedite 
the work, the company said. 


California 


Sale of Shasta Power 


N ORTHERN California’s Central valley is 
the scene of a bitter fight for power mar- 
kets as the Interior Department’s Bureau of 
Reclamation tries to sell the output of its huge 
Shasta dam (150,000 kilowatts) while the Pa- 
cific Gas and Electric Company tries to retain 
its position as the leading energy source for 
the region. 

The bureau, which suffered a setback re- 
cently when Congress refused to include $115,- 
000 in the 1946 Interior appropriation for plan- 
hing a transmission system in the valley, got 
even recently when it signed an initial contract 
with the city of Roseville to sell Shasta power 
to its municipal system, heretofore served by 
Pacific Gas and Electric. The agency said that 
it will sell Roseville power for $26,660, or 
$18,436 less than the cost of private power. 

Six other northern California municipalities 
are the next logical targets for Reclamation’s 
sales energies, in at least two of which— 
Redding and Lodi—negotiations are now active. 
The others are Alameda, Biggs, Gridley, and 
Palo Alto, all municipal systems now _purchas- 
ing Pacific Gas and Electric energy. Reclama- 
tion is aiming at the municipal systems because 
the Federal reclamation law gives preference 


267 


in sales of public power to public bodies. 

In Redding, the city council turned down a 
Reclamation offer of Shasta energy, but a ref- 
erendum is scheduled. In Lodi, where the fight 
is hottest right now, Pacific Gas and Electric 
people are quoted as attacking the validity of 
Reclamation’s claim that Shasta energy would 
save the city $40,000 yearly. 

The Federal agency’s problem is how to get 
the power to those customers it can sign up. 
It owns only one transmission line, from the 
Shasta substation to Oroville, California, 60 
miles short of Roseville. It built that line with 
unexpended appropriations in the summer of 
1943 over the violent objections of the House 
members, whose appropriations committee had 
sored banned use of any funds for the 
ine. 

As a result of the furor over the construc- 
tion of the Shasta-Oroville line, Reclamation 
has adopted a policy of not building lines with- 
out specific authorization, of which it now has 
none. 

In announcing the Roseville contract, In- 
terior Secretary Harold L. Ickes said he had 
asked Pacific Gas and Electric to meet with 
his power experts to work out a plan whereby 
Pacific Gas and Electric would move Recla- 
mation’s power to Roseville. 
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Colorado 


Greater Cut Demanded 


HOLESALE natural gas rate reductions 

proposed for Denver by the Colorado 
Interstate Gas Company, under an order of 
the Federal Power Commission, are not 
enough, city officials reported to the commis- 
sion last month. 

“The proposed new rates appear to be a 
-ompliance with the letter rather than the spirit 
of the reduction ordered by the FPC,” Mayor 
Stapleton and City Attorney Lindsey declared 
in a memorandum filed in response to a com- 
mission request for the city’s opinion of the 
proposed rate reductions. 

“Taking the tables attached to the proposed 
rates at their face value, these proposed rates 


would have produced 43.3 per cent reduction 
from the gross revenue in 1941 and only 42 
per cent reduction from gross revenue in 1944, 
or a difference of approximately $42,235 for 
the year. Any rate under which the percentage 
of reduction drops from 43.3 per cent to 42 
per cent in three years’ time does not seem 
right, on the face of it.” 

The mayor and city attorney also contended 
that, under the proposed new rate schedule, 
Denver would be placed at a disadvantage in 
comparison with other users of gas transported 
by the Interstate Company. 

Another objection to the proposed wholesale 
rate schedule was made by the city against 
the average rate of 18.6 per MCF on sales to the 
Public Service Company of Colorado. 


Indiana 


Purchase Plan Filed 


HE Indiana Gas & Water Company has 

petitioned the state public service commis- 
sion for authority to purchase the gas and 
water utility properties of Public Service 
Company of Indiana, Inc., it was announced 
last month by Louis B. Schiesz, president of 
Indiana Gas & Water. 


The company proposes to finance its new 
setup by the issuance and public sale of $6,000,- 
000 first mortgage bonds, and by the sale of 
277,500 shares of no par value common stock 
to Public Service Company. Articles of in- 
corporation were filed for Indiana Gas & 
Water early last month, with Mr. Schiesz, 
David P. Pardee, and Edwin G. Aabye, of 
Indianapolis, as incorporators. 


Kentucky 


been receiving for years, for political control 


Customers Asked to Oppose Sale 


HE Louisville Gas & Electric Company has 

sent all its customers a letter urging them 
to oppose purchase of the utility by the city, 
Robert Montgomery, vice president, said re- 
cently. 

Enclosed were several cards stating the 
signer is opposed to the purchase, which the 
company asked recipients to sign and return in 
a postage-paid, addressed envelope. 

Montgomery would not say how many cus- 
tomers the utility has nor how many letters 
had been sent. His only comment was, “The 
letter speaks for itself.” 

Addressed “To the customers of our com- 
pany,” the letter began: “As you undoubtedly 
realize, an attempt is being made by a few 
people to force this company into political 
ownership and control.” It stated that the com- 
pany is proud of its record of good service 
and maintaining low gas and electric rates 
while other prices have gone up steadily in 
recent years. 

Those who seek purchase by the city “are 
@J-ing you to trade the good service you have 
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and vague promises,” the company’s letter 
continued. 

It stated: “The extravagant claims of these 
people should be carefully examined by every 
customer of our company—remembering that 
political promises, or ‘cure-alls,’ are easily 
made but need never be fulfilled.” 

An advertisement of the company and one 
by the “People’s Committee,” are printed on 
the back and inside of the printed letter. Both 
advertisements oppose the proposed purchase. 

In a hearing on the city of Louisville’s plea 
for an electric rate cut from the company on 
July 26th at Frankfort, the state public service 
commission was told the company can earn 54 
per cent on its investment rate base and still 
reduce its electric rates to consumers by $2,- 
217,333 a year in the postwar period. The state- 
ment was made by Charles W. Smith, chief 
of the bureau of accounts, finance, and rates of 
the Federal Power Commission, who pur- 
ported to substantiate the same with a statis- 
tical analysis based on the company’s own 
figures estimating its postwar business. 

The city—in whose behalf Smith appeared 
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_js seeking an immediate annual rate reduc- 
tion roughly corresponding with the amount 
of the company’s excess profits tax net in- 
come for 1944, which was $3,400,000. 
Commission Chairman T. Bb. McGregor set 
September 11th as the date of the next hearing 


and urged counsel to “move forward on the 
case with as much speed as is possible.” 

The company generally will disagree with 
“practically all the figures, all the facts, and all 
the law” cited by the city, Charles W. Milner, 
company counsel, said. 


Louisiana 


Crossing Permits Upheld 


| eon District Judge Wayne G. Borah last 
month held that highway crossing permits 
issued by the state to the Memphis Natural 
Gas Company in connection with the proposed 
building of a natural gas pipe line in north 
Louisiana are legal and operative. 

The judgment was entered after a stipulation 
was filed by the gas company abandoning an 
application for an injunction restraining the 
state highway department from canceling the 
crossing permits. The stipulation asserted that 
both the gas company and the state have agreed 
to drop the suit after amending the crossing 
permits. 

The amendment to the permits reads : “When 
and so long as the facilities involved in this 
permit are used in interstate commerce, this 
permit is conditioned on there being in force a 
certificate of convenience and necessity issued 
by the Federal Power Commission, or such 
other Federal agency as may be so authorized 


by Congress.” The permits in such amended 
form have been approved by both parties. 

Arguments on the application tor injunction 
were heard several months ago by a 3-judge 
court composed of District Judges Borah and 
Adrian J. Caillouet, and Circuit Judge Elmo 
P. Lee. The litigants have also agreed to dis- 
solution of the 3-judge court. 

A case attacking the validity of the certifi- 
cate of convenience and necessity issued in 
August, 1944, by the FPC for construction of a 
pipe line from Monroe to Lisbon and looping 
the gas company’s present line from Louisiana 
to western Tennessee is now pending before 
the United States Supreme Court. The fifth 
circuit court of appeals recently held in favor 
of the company and the state took the case to 
the highest court. 

Work on the pipe line has been halted pend- 
ing final disposition of this case. The state 
alleges that it is contrary to good conservation 
practices to pipe Louisiana’s natural gas to an 
area served by adequate coal deposits. 


a 
Maryland 


Questions Commission’s Powers 


OLUMBIA AIRLINES, INC., in a petition to the 
state public service commission for ap- 
proval of its proposed intrastate plane service, 
last month questioned the agency’s jurisdiction 
over air transport. 
Joseph H. A. Rogan, attorney for the line, 
asked the commission to rule on the question 
of state jurisdiction prior to a hearing on the 


Columbia Airlines’ petition on its merits. 

“TI can find no mention of air,” wrote Mr. 
Rogan, in asserting that there is no law au- 
thorizing the commission to rule on anything 
but common carriers “by land or by water, 
or both.” 

The firm’s petition said it proposes air serv- 
ice between Cumberland, Hagerstown, Balti- 
more, and Ocean City, and, alternately, Salis- 
bury and Cambridge. 


M ichigan 


FPC to Rule on Pipe Line 


D's proposed new $70,000,000 natural 
” gas pipe line will be operated as a sub- 
sidiary of the Michigan Consolidated Gas 
Company if the Federal Power Commission 
approves the building of the new line, William 
G. Woolfo'k, company board chairman, an- 
nounced last month. 

Ownership of the line by the gas company 
has the approval of the Securities and Ex- 
change Commission, Woolfolk said. 


“We have a thirty years’ supply of natural 
gas under contract; we have the necessary 
capital in sight; we have the market and there 
is no question about the need for gas in the 
Michigan communities we serve,” Woolfolk 
declared. 

“The new line will give Detroit, Grand 
Rapids, Muskegon, Ann Arbor, and other 
cities of the state an adequate supply to meet 
the increasing demands of industry, house 
heating, and other domestic and commercial 
uses.” 
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Officers of the new pipe-line company are president; and Henry Tuttle, secretary and 
Frank L. Conrad, president; Henry Fink, vice _ treasurer. 


a 
Missouri 


Rate Study Begun 


[ ee into the original cost of property of 
Union Electric Company of Missouri, and 
of the reasonableness of the company’s rates 
for service was begun last month by nine in- 
vestigators for the state public service com- 
mission and two representatives of the Federal 
Power Commission. 

Homer L. Thorp, accountant, headed the 
state commission’s group, which will study the 
company’s revenues and expenses in their bear- 
ing on the rate structure. No reduction in the 
company’s residential rates in St. Louis has 
been made since November 1, 1933, it was re- 
ported. 

At the state commission’s office in Jefferson 
City it was said that the inquiry might consume 
eight months. 

The property cost valuation will be ex- 
amined by the Federal investigators, Keith H. 
Kittle, principal examiner of accounts for the 


Federal Power Commission, and one assistant. 

The inquiry will take into account the pro- 
perty being taken over by Union Electric from 
Laclede Power & Light Company, and the dif- 
ference in rates between Union Electric and 
Laclede service, the Laclede rates having been 
somewhat lower. The last survey of Union 
Electric property, completed in 1937, showed 
the value of the property for rate-making pur- 
poses at the end of 1935 to have been ‘$125, 
882,500. 

‘The city of St. Louis on July 24th petitioned 
the state commission for leave to intervene in 
the commission’s inquiry. The city’s petition 
stated that it wished an opportunity to inquire 
why Union Electric’s rates. “are so much 
higher than those of Laclede Power & Light 
Company for its 40,000 domestic customers, in 
some cases 15 to 20 per cent greater, and why 
Union Electric,” which recentiy absorbed Lac- 
lede, “should not make this lower rate ap- 
plicable to its domestic customers.” 


Nebraska 


Number of Petitions Rises 


HE number of petitions for creation of an 

Omaha Public Power District rose recent- 
ly to 15,953 with delivery to Election Commis- 
sioner Joseph Vojir of petitions bearing 8,473 
names. 


The new petitions represented one week's 
work under Bernard R. Stone, president of the 
Omaha Electric Committee, Inc., the nonprofit 
group which purchased Nebraska Power Com- 
pany with the announced intention of turning 
the utility over to a public agency. About 
25,000 petitions are needed. 


New York 


Merger Cuts Electric Bills 


$6,000,000 cut in the annual electric cur- 
rent bills of consumers in Manhattan, 
the Bronx, Brooklyn, and Queens was assured 
recently when a merger of the Consolidated 
Edison Company of New York, the Brooklyn 
Edison Company, and the New York & Queens 
Electric Light & Power Company was ap- 
proved by the state public service commission 
on July 26th, effective August Ist. 

Chairman Milo R. Maltbie of the state com- 
mission had previously announced at a formal 
hearing that the commission was prepared to 
approve the merger on the understanding that 
the rate reduction would be made and that the 
combined assets of the three companies would 
be written down by $52,356,632 

His statement followed submission of a 
letter from Ralph H. Tapscott, president of 
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Consolidated Edison, offering to make the 
reduction and the capital write-down if the 
commission approved the merger of the three 
companies. At the time, Consolidated owned 
all but a smal] minority of the outstanding 
capital stock of the Brooklyn Edison Com- 
pany and the New York & Queens Electric 
Light & Power Company. A tax savings of 
about $1,000,000 a year will result from the con- 
solidation, company spokesmen estimated. 

A new rate schedule to effect the reductions 
was to be submitted later to the commission. 

A spokesman for Consolidated indicated that 
no reductions in rates charged to New York 
city, various railroad companies, and similar 
heavy users was contemplated, but rather that 
the entire reduction would be spread among 
the residential, commercial, and other cus- 
tomers of the three systems. 

According to Jacob H. Goetz, attorney for 
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Consolidated, the three companies now serve 
about 2,300,000 customers in New York city. 
Their revenues from sales of current are about 
$200,000,000 a year. 

The merger creates the largest integrated 
electric utility in the United trl with assets 
totaling more than $1,200, 


In a memorandum accompanying the order 
authorizing the merger, Chairman Maltbie said 
that hearings on new rate schedules would be 
held in September. The commission’s rate ex- 
perts were said to be already working on a 
proposed formula for determination of the 
reduced rates. 


Ohio 


At End of Tax Reversal Road 


T= Cleveland transit system came to the 
end of the road on July 25th in trying to 
reverse an Ohio Supreme Court decision hold- 
ing the municipal system subject to taxation. 

The high court in Columbus refused to re- 
hear the case and to vacate its judgment. 

There was said to be a very scant possibility 
that a Federal question could put the case into 
Federal courts, Samuel T. Gaines, counsel for 
the transit system, said, but he discounted his 
own hopes. 

In 1942, the last year the Cleveland Railways 
Company paid transit taxes, the system was 
valued at about $7,500,000. Appraisals for 
taxation from 1943 through 1945 are necessary 
now. 

Gaines’ plea for a rehearing argued that the 
system was not operated for profit, challenged 
the court’s interpretation of laws, and in- 
dicated ambiguities in the decision. Gaines said 
the law might be clarified when Shaker 


Heights comes to court soon on its transit 
properties. 


Utility Appeals Rate 


[*. an appeal filed with the state public utili- 
ties commission at Columbus recently, the 
Cincinnati Gas & Electric Company protested 
against terms of a 2-year electric rate ordi- 
nance passed in May by the Norwood city 
council. The rates, under the new ordinance, 
would be the same as those applying in Cincin- 
nati, which also have been protested by the 
company. 

The company, in its appeal from the Nor- 
wood ordinance, described the proposed rates 
as “unlawful, unjust, and insufficient to yield 
a reasonable compensation,” it was reported. 

Pending action on the appeal, the state com- 
mission authorized the company to continue 
its present schedules and deposit the difference. 
The ordinance was approved by the Norwood 
council to become effective August Ist. 


Oklahoma 


Gas Hearing Program Set 


HE order for presentation of testimony be- 

fore the Federal Power Commission at its 
hearing in Oklahoma City October 9th on nat- 
ural gas and gas reserves has been outlined, 
Reford Bond, chairman of the state corpora- 
tion commission, said recently. 

Three representatives of the Federal Power 
Commission conferred with members of Gov- 
ernor Kerr’s committee on investigation of 
natural gas and the outline for the hearing 
was prepared late last month. 

Bond said the commission is concerned 
primarily in obtaining the official view, but 
oil and gas men of the industry will have an 
opportunity to be heard. 


Bond will be the first witness with a general 
report on natural gas. Walker T. Pound, chief 
conservation officer, will testify concerning 
utilization of natural gas, control of physical 
waste, and production practices. 

Lawrence Alley, chief statistician of the con- 
servation department, will testify on statistics 
and intrastate pipe lines. Elmer Capshaw, gas 
engineer, will testify to the economic relation- 
ship of natural gas with competitive fuels. Dan 
Howard, geologist and petroleum engineer, 
will testify to the same object as Capshaw. 

Don McBride, chairman of the state plan- 
ning and resources board, will talk on the po- 
tentiality of synthetic products, and George 
W. Cupit, chief engineer of the gasoline inspec- 
tion department, will also testify. 


Oregon 


To Put PUD Issue Up for Vote 


Attnoucs special election petitions pre- 
sented by the Wasco County Peoples 
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Utility District are technically faulty, the city 
administration has agreed to put to ballot test 
the question of whether the PUD will be 
granted a franchise for operation of an elec- 
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tric distribution system in The Dalles. 

In a letter to PUD President W. J. Seufert, 
Mayor George Stadelman expressed the city’s 
willingness, upon request, to submit the 
franchise issue to the people at the next gen- 
eral election. The city, however, is opposed to 
the calling of a special election September 18th 
as requested in petitions bearing 700 citizens’ 
signatures, 

Citing an opinion of City Attorney Celia 
Gavin, the mayor said that the PUD has not 
complied with provisions of the law covering 
initiative petitions. Defects, he said, include 
the proposal for submission of an ordinance 
on a date which is not an election date, special 
or general, and failure to include with the peti- 
tions a copy of the proposed ordinance. 

Subsequently, the northern Wasco County 
Peoples Utility District launched a court ac- 
tion against the city in an effort to compel 
the calling of a special election September 18th 
on the question of a PUD franchise for elec- 
tric service. 

A hearing before Judge Earl C. Latourette 
of Oregon City, substituting for Judge Fred 
W. Wilson because of the latter’s disqualifica- 
tion as a taxpayer of that area, was set for 
July 30th. Named as plaintiffs were W. J. 
Seufert and the PUD, while the defendants 
were Mayor Stadelman, Paul Weigelt, Virgil 


Kelly, Roscoe Roberts, W. L. Kirk, and Ben 
Callaway, councilmen, and City Recorder 
J. H. Steers. 
The PUD was disputing the city administra- 
tion’s contention that the petitions asking for 
an election were defective. 


Rate Reduction Set 


ys Pacific Power & Light Company last 
month announced a 14 per cent rate reduc- 
tion, effective with all meter readings after 
August 22nd. 

The new schedules, filed with Public Utilj- 
ties Commissioner George H. Flagg, call for 
a $1 000,000 annual rate reduction in the com- 
pany’s operations in Oregon and Washington, 
with ,000 of the reduction given to Oregon. 
Last year the company returned $600,000 to its 
customers in both states. 

Flagg said “continued high earnings and 
savings to be made by a refinancing program 
now in progress warrant the large cut in rates.” 

Principal Oregon cities served by the com- 
pany are Astoria, Seaside, Hood River, The 
Dalles, Bend, Pendleton, and Enterprise. 

The company also announced it would have 
fewer and simpler rate schedules, with equal 
rates applying to all Oregon cities and towns. 
Rural rates also will be made uniform. 


Pen nsylvania 


Rate Base Item Brings Objection 


HE city of Pittsburgh, the Federal Power 
Commission, and the Office of Price Ad- 
ministration on July 76th agreed to ask ex- 
clusion of a $2,500,000 item from the Ken- 
tucky-West Virginia Gas Company’s plant 
cost in determining a reasonable rate base for 
natural gas. 
Howard E. Ruemmele, assistant treasurer 


of the Kentucky Company, told an FPC hear- 
ing that the company included in its plant cost 
in 1927 profits of $2,500,000 paid to affiliates. 

The hearing was in connection with a rate 
case instituted by the city, which contends that 
the earnings of the Kentucky & Pittsburgh and 
Kentucky-West Virginia Gas companies, 
wholesale suppliers of natural gas to the 
Equitable Gas Company of Pittsburgh, local 
distributor, are excessive. 


Washington 


Protest PUD Suits 


A RESOLUTION passed by the board of direc- 
tors of the Vancouver chamber of com- 
merce, made public last month, officially con- 
demned the action of the public utility district 
in bringing condemnation suits to take over the 
Clark county properties of Portland Electric, 
the Northwestern Electric, and Pacific Power 
& Light companies. 

The resolution stated that in the opinion of 
the directors, based on polls taken by the pri- 
vately owned public utilities, there has been a 
change in public sentiment since the PUD was 
created by vote in an election, and that the 
majority of the people now are opposed to the 
condemnation suits. 
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The resolution further stated that the basic 
principle involved is freedom of enterprise, 
which, the directors believe, woul 
jeopardized by continuation of the suits to ful- 
fillment or acquisition of the properties and 
operation under public ownership. 

The resolution also stated that defeat of 
referendum 25 in the last election, a proposa 
which would have permitted any group of 
counties having PUD’s to pool interest in 
acquisition and operation of power facilities, is 
evidence that the people of Washington are 
against public ownership of power resources. 

The resolution also pointed out that acquisi- 
tion of the properties by the public would re- 
move from the tax rolls a heavy valuation in 
taxable properties. 
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The Latest 
Utility Rulings 


Allocation of Costs of Federal 


HE Federal Power Commission al- 

located $86,128,370 as the govern- 
ment’s capital investment in the Bonne- 
ville project to be allocated to power, out 
of a total of $112,034,352. The commis- 
sion made its finding without much dis- 
cussion of the principles involved, but 
Commissioner Smith dissented in an 
opinion attacking the views of the com- 
mission’s chief engineer followed by the 
majority. 

The weighted average cost of money 
to the United States obtained by the is- 
suance of bonds during the period 1933- 
1943, inclusive, within which the project 
was substantially completed, was found 
to be 2.5 per cent. Allocation to power 
facilities of 50 per cent of the cost of 
facilities having joint value for naviga- 
tion and power was held to be consistent 
with the intent of Congress as expressed 
in the Bonneville Act. The commission 
noted that the intent of Congress as to 
the basic considerations which should 
guide the commission was set forth in 
the words: 

In computing the cost of electric energy 
developed from water power created as an 
incident to and a by-product of the con- 
struction of the Bonneville project, the 
Federal Power Commission may allocate to 
the costs of electric facilities such a share 
of the cost of facilities having joint value 
for the production of electric energy and 
other purposes as the power development 
may fairly bear as compared with such other 
purposes. 

The report of the chief engineer, said 
Commissioner Smith, discusses and re- 
jects all formulae for allocating joint- 
facility costs which have heretofore been 
used in dealing with such multipurpose 
projects. He termed “astonishing” the 
view that electric power production at 
Bonneville is a purely incidental by- 


Power Project 


product. It seemed to him that in describ- 
ing navigation as a “primary” purpose 
Congress was not undertaking to estab- 
lish a standard for cost allocation. It 
was simply following the familiar pat- 
tern dictated by considerations of con- 
stitutionality, a pattern which had been 
invoked in many other instances. 

He referred to a statement by the late 
Senator Norris indicating navigation was 
the constitutional peg and excuse in the 
legal sense for the legislation. Likewise, 
comprehensive surveys made by the 
Army Engineers at the request of Con- 
gress had emphasized repeatedly the fact 
that power development was actually the 
predominant reason for improving the 
Columbia river above tidewater. 

Commissioner Smith construed the 
legislation to mean that Congress in- 
tended rates to be so constructed as to 
encourage the widest possible use of elec- 
tricity consistent with the operation of 
the project on a self-liquidating basis. 
Congress intended the commission, as its 
own disinterested agency, to allocate 
costs in such a way that amortization of 
the full cost properly imputed to invest- 
ment in power production might be ac- 
complished under approved rates. He 
said; 

Since the purpose of the allocation is to 
provide a basis for the rates to be.charged, 
it would manifestly be putting the cart be- 
fore the horse if the allocation were to be 
found on some preconception as to desired 
rates. In my opinion, the commission’s in- 
stant determination—based upon the re- 
port’s confused approach to the problem of 
allocating joint-facility costs—comes peril- 
ously close to an abdication of the func- 
i which the Congress intended us to per- 

orm. 


Re Bonneville Project (Docket No. IT- 
5955). 
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Report by Commission When Commissioner 


Concurs 


HE question was raised in a case be- 

fore the Federal District Court, 
Eastern District of Kentucky, whether a 
report by four of nine members of the 
Interstate Commerce Commission sitting 
at a hearing, with a fifth member con- 
curring in the result, constituted a “re- 
port by the commission” within the 
meaning of the statute. The court de- 
clared: 


We interpret the statement by the fifth 
commissioner that he “concurs in the result” 
of both reports filed in this case to mean 
that, while he does not assent to all the com- 
ments or observations made therein, he is, 
nevertheless, sufficiently in accord with the 
rationale of them to enable him to agree that 
Western Kentucky’s rate to Chicago and in- 
termediate destinations taking the same rates 


in Result 


is unreasonable to the extent stated and that 
an order for the future should be entered 
accordingly. In our opinion, as will be later 
pointed out, this is the only finding indis- 
pensable to the validity of the commission's 
order and concurrence in both reports as to 
this essential finding by five of the nine par- 
ticipating members of the commission js 
sufficient to constitute them “reports by the 
commission” within the meaning of the stat- 
ute. 


A rate order of the commission was 
held to be supported by adequate findings, 
and a petition to invalidate the order and 
to obtain a permanent injunction re- 
straining its enforcement was dismissed. 
Chicago, Burlington & Quincy Railroad 
Co. et al. v. United States et al. 60 F 
Supp £80. 


& 


Accounting Order of Federal Power Commission 
Upheld by Court 


of Spe Federal Power Commission, in 
a proceeding under § 313(b) of the 
Federal Power Act, required the Cali- 
fornia Oregon Power Company to cor- 
rect its electric plant accounts by elim- 
inating payments for intangibles and 
intercompany profits [(1943) 47 PUR 
(NS) 193]. The United States Circuit 
Court of Appeals for the Ninth Circuit 
affirmed the order, and it also denied a 
motion to adduce additional evidence on 
the ground that the motion did not com- 
ply with the requirements of § 313(b). 

One part of the order related to the 
portion of the acquisition costs of certain 
utility systems in excess of original cost. 
This acquisition cost was found by the 
commission to represent payments for 
intangibles, such as nuisance value, mo- 
nopoly value, and the like. Capitaliza- 
tion was thought to be basically a capi- 
talization of potential earning power. 
The amount had been classified in Ac- 
count 100.5, Electric Plant Acquisition 
Adjustments, and the order required 
amortization by annual charges to in- 
come over a 10-year period. 


Another part of the order related to 
an amount found to represent intercom- 
pany profits paid by the power company 
to the wholly owned service company of 
its parent, Standard Gas & Electric Com- 
pany, under a cost-plus contract in which 
there was a complete absence of arm’s- 
length bargaining. The amount was 
ordered transferred to Account 107, 
Electric Plant Adjustments, and the 
company was required to dispose of it by 
charges to surplus, either earned or capi- 
tal surplus as the company might elect. 

The company, said the court, had been 
subjected by the parent company to the 
so-called “fee system,” accomplished by 
causing it to enter into a management 
contract and an engineering contract 
with Byllesby Engineering & Manage- 
ment Corporation. The contract pro- 
vided that Byllesby would perform en- 
gineering, construction, and purchasing 
services for which it would receive a 74 
per cent fee. The power company was 
further obligated to pay Byllesby a fee 
of not less than 74 per cent of the cost of 
such hydroelectric construction as the 
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company itself might undertake. Byl- 
lesby was fully reimbursed for the cost 
to it of work performed under the con- 
tract, and in addition received substantial 
profits. ; 

The service company was paid large 
fees in return for which, it was said, it 
performed no services of demonstrable 
value. The court noted that in determin- 
ing actual legitimate cost of licensed 
projects the commission had uniformly 
disallowed intercompany profits paid 
under similar contracts, and its practice 
had invariably received court approval. 
The commission’s rule of “no profits to 
affiliates” was known to Congress prior 
to adoption of the Public Utility Act of 


1935, in which it empowered the com- 
mission to regulate interstate electric 
utilities and specifically authorized the 
commission to investigate and ascertain 
actual legitimate cost of property. 

The purpose of directing ascertain- 
ment of such cost was not merely to en- 
able the commission to compile and re- 
quire the recording of informative data. 
The aim was to eliminate the padding 
from utility accounts. The provision has 
the broad purpose of protecting the pub- 
lic against artificially inflated investment 
costs on the basis of which utility com- 
panies assert the right toa return. Cali- 
fornia Oregon Power Co. v. Federal 
Power Commission. 


e 


Substitution of Natural for Manufactured Gas 
Held to Be in Public Interest 


ONSTRUCTION and installation by 
Wisconsin Southern Gas Company 

of a 44-inch (outside diameter) welded 
steel pipe line between Lake Geneva 
and the state line, to connect with the 
facilities of the Natural Gas Pipeline 
Company of America, and construction 
of terminal facilities were authorized by 
the Wisconsin commission as being re- 
quired by public convenience and neces- 
sity. Substitution of natural gas for 
manufactured gas was also found to be 
required by the general public interest. 
The company had been authorized, in 
Re Wisconsin Southern Gas Co. (Wis 
1942) 45 PUR(NS) 8, to construct a 3- 
inch pipe. Then, in 1943, the Wisconsin 
statute was amended to provide that no 
public utility shall construct or install 
facilities designed for the substitution of 
natural for manufactured gas unless au- 
thorized by the commission. The com- 
mission is required by that statute to 
give due consideration to all matters af- 
fecting the public interest, including the 
social and economic effects of the pro- 
posed substitution by reason of its effect 
upon employment, existing business and 
industries, railroads and other transpor- 
tation agencies and facilities, the state, 
any of its political subdivisions, or any 
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of its citizens or residents. The com- 
mission held that the amended statute 
was applicable and that testimony rela- 
tive to the matters mentioned was prop- 
erly offered and received. 

The Federal Power Commission, in 
Re Wisconsin Southern Gas Co. (1944) 
56 PUR(NS) 65, had refused to require 
an extension of facilities and establish- 
ment of a physical connection by Natural 
Gas Pipeline Company, in view of the 
amendment of the applicable law and the 
fact that the 1942 authorization might be 
insufficient. It was said in that case that 
the applicant had not applied for nor se- 
cured a certificate subsequent to enact- 
ment of the new legislation. This new 
authorization would seem to place the 
company in position to go ahead with its 
proceeding before the Federal commis- 
sion. 

Considerations which prompted the 
grant of the certificate in 1942 were held 
to apply with even greater force to the 
construction and installation as recently 
proposed. Objections were voiced by 
railroads and persons engaged in one way 
or another in the transportation, distri- 
bution, or handling of coal and other 
solid or liquid fuels. The commission 
said, however, that as far as the public 
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interest and other matters required to 
be considered were concerned, the evi- 
dence established that natural gas would 
be a cheaper and better fuel than manu- 
factured gas. That fact alone was said 
to be sufficient to justify a finding that 
substitution was in the general public in- 
terest unless benefits which customers 
would receive were outweighed by al- 
leged disadvantages which objectors 
claimed would result. The commission 
said further: 


While there may be some temporary dis- 
ruption of business and employment as a 


result of the substitution of natural for 
manufactured gas by Wisconsin Southern 
Gas Company, this is merely one of the con. 
ditions under which all economic progress 
is attained. We are satisfied that the intro. 
duction of natural gas into the territory 
served by Wisconsin Southern Gas Company 
will tend to the economic benefit of all of 
the portion of the public which resides within 
that territory. This eventually will redound 
to the interest not only of the railroads but 
likewise to the public generally, even though 
it may result in the sale, distribution, or 
oe gag of less coal or other solid or liquid 
uels. 


Re Wisconsin Southern Gas Co. (CA- 
1991). 


= 


Rights in Water System after Expiration 
Of Franchise 


e bs supreme court of Oklahoma held 
that, where the charter of a public 
service corporation and its franchise is- 
sued by a municipality had expired and 
its property used in public service had 
been taken possession of by the munic- 
ipality and was being used by the mu- 
nicipality under its power of eminent do- 
main for the public use, the sole remedy 
of the owner of the property was a suit 
in damages for the value thereof at the 
time of taking. The municipality, there- 
fore, was entitled to an injunction per- 
petually restraining interference by one 
claiming title to the property under a tax 
deed. 

The unusual situation indicated by 
this ruling had developed because the 
Pittsburg Water & Light Company, 
holding a franchise to furnish water and 
light to the inhabitants of the town of 
Pittsburg, Oklahoma, had failed to re- 
new its charter or its franchise. The 
town claimed that the company had 
abandoned the property. County taxes 
had become delinquent, and the county 
had sold the property to an individual to 
satisfy the tax claim. 

The town itself appeared to be in diffi- 
culty, as well as the water company. It 
had not had an election since 1931 be- 
cause of a lack of funds. New members 
of the town board had been appointed by 
the other board members. 
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Commenting on the situation, the 
court said that on expiration of the fran- 
chise the company might have been com- 
pelled to remove the property used from 
the streets and alleys after reasonable no- 
tice. 

It had recognized this rule in Vinita 
v. Vinita Fuel Co. (Okla 1935) 11 
PUR(NS) 100. The supreme court con- 
tinued : 


If after termination of the franchise the 
company continues to furnish and the town 
accepts the service, an implied contract of 
indefinite duration arises and the company 
functions as a quasi public utility subject to 
the terms of the former franchise and the 
rules and regulations of the corporation 
commission. Such arrangement may be ter- 
minated by either party by the giving of 
such a reasonable notice as would be consist- 
ent with the duty owed by both to the in- 
habitants of the town. See Annotation, 112 
ALR 635; 43 Am Jur § 79, page 622. Au- 
thorization by the corporation commission 
for the discontinuance of the service and 
for the removal of the property from the 
streets and alleys is not required by law. 


It was concluded that the town did not 
have title to the water system but, in the 
exercise of the right of eminent domain, 
might continue possession and operation 
as against all private rights, subject, 
however, to the payment to the rightful 
owner of the value at the time of taking. 
Incorporated Town of Pittsburg v. 
Cochrane et al. 159 P(2d) 534. 
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Duty to Furnish Telephone Service in 
Overlapping Territory 


fe Wisconsin commission has 
stated that it is not aware of any 
facts or of any statutes or principles of 
law which operate to create areas in the 
towns of the state in which any telephone 
utility has an exclusive privilege of fur- 
nishing its service to the public. The 
lawful undertaking of one telephone util- 
ity may include towns which overlap the 
area in which another utility has an un- 
dertaking to furnish similar service. Both 
utilities may possibly have not only an 
undertaking but an obligation to render 
service to the same person. 

This view was expressed in a proceed- 
ing in which two farm owners obtained 
an order requiring the Wisconsin Tele- 
phone Company to extend service in a 
town where Mid-West States Telephone 
Company was willing to furnish service 
to the complainants. The fact that the 
latter company was willing to furnish 
service, said the commission, was not 
sufficient to justify a finding that the 
undertaking of Wisconsin Telephone 
Company did not include the rendition of 
service to the complainants. 

This conclusion was said to be justi- 
fied primarily by the fact of the rendi- 
tion of service by Wisconsin Telephone 
Company from its Watertown exchange 


in the same town in which the complain- 
ants resided; from the further fact that 
company facilities were within three- 
fourths of a mile of complainants’ resi- 
dence; that complainants resided in a 
portion of the area which might be said 
to have a social and economic community 
of interest centering in Watertown; and 
from the additional fact that rates of 
Wisconsin Telephone Company included 
an additional charge for service of 25 
cents per mile per month for each sub- 
scriber located beyond a 6-mile air-line 
distance from the central office of the ex- 
change in Watertown. This rate, it was 
said, clearly indicated a willingness of the 
company to render its service to anyone 
whose residence was not more than 8 
miles from such central office. 


The fact that the area in which the 
complainants resided was nearer Clyman, 
where the central office of Mid-West 
Company’s exchange is located, was not 
sufficient to relegate such area to the 
exclusive service of the Clyman ex- 
change. Although it was said to be true 
that unnecessary duplication is contrary 
to the public interest, rendition of the re- 
quested service would not duplicate any 
existing service. Klinger et al. v. Wis- 
consin Telephone Co. (2-U-2038). 


e 


Authorization of Operation by Limousines 


Which Are Not Taxicabs 


f . Indiana commission overruled 
a contention that a certificate of 
convenience and necessity to operate ve- 
hicles of a taxicab company between a 
municipality and an airport was not 
necessary where it was contended that 
the applicant was engaged in the taxicab 
business and no further authority need 
be granted. The evidence showed that 
the applicant operated two limousines, 
each with a capacity of at least seven pas- 
sengers, in addition to the driver. These 
limousines, said the commission, did not 
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come within the definition of a taxicab 
under the laws of the state. The com- 
mission continued with the following 
statement : 


. . . these limousines are used mainly for 
the transportation of passengers to and from 
the airport and from various points within 
the city of Evansville, depending upon where 
the passengers may be. 

To the extent that said limousines are used 
for such purpose, the applicant has no au- 
thority to operate the same as taxicabs, and 
would not be permitted to operate them as 
a common carrier of passengers between the 
city of Evansville and the municipal airport 
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without a certificate of public convenience 

and necessity. 

The commission also held that the ap- 
plicant had not limited the purpose of the 
corporation by availing itself of the bene- 
fits of provisions of Chap 192 of the 
Acts of 1907. That statute provides that 
a corporation, in order to avail itself of 
its provisions, must not only have a vote 
of the stockholders but must also have 
ratification by a like vote of its directors ; 
and a copy of the minutes of the two 
meetings, properly certified, must be 
filed in the office of the secretary of 
state. Evidence failed to show ratifica- 


tion of the action of the stockholders by 
the board of directors. Accordingly, it 
was the opinion of the commission that. 
since such action was without effect, the 
scope of the original object clause of the 
corporation continued to and still did re- 
main in full force and effect without 
change. While the original object clause 
of the corporation was said to be far 
from clear, the applicant was, according 
to the commission, from the time of its 
incorporation, authorized to do an omni- 
bus business as well as a taxicab busi- 
ness. Re Yellow Taxi Cab Co. (No. 
2764-A, 1). 


e 


Meaning of ‘Necessity”’ 


HE court of civil appeals of Texas 

held that authority should be grant- 
ed for enlargement and extension of mo- 
tor carrier service where the evidence 
shows the need for additional service 
over the company’s route and inability 
of a competing bus company to supply 
such additional service adequately. The 
holder of a certificate, it was said, has no 
vested right in the continuing use of a 
public highway for profit. The term 
“necessity” in the Motor Carrier Act 


does not mean absolute or indispensable, 
but is used with relative connotation, and 
the terms “convenience” and “necessity” 
cannot be considered separately, but are 
interrelated. 

An agreement by an applicant for a 
certificate that it might be limited to serv- 
ice to and from war plants on a certain 
route was held not entitled to any consid- 
eration by the commission. Metro Bus 
Lines, Inc. v. Texas Railroad Commis- 
sion et al. 188 SW (2d) 210. 


e 


Other Important Rulings 


J ear sen by the Interstate 
Commerce Commission that a prac- 
tice obtaining between a tank car com- 
pany and a renter of a fixed number of 
tank cars was unjust and unreasonable 
was held not reviewable by a 3-judge 
Federal court where, after making the 
finding, the commission discontinued the 
proceeding and the commission decision 
did not require any party to do or not to 
do any specific act. El Dorado Oil Works 
et al. v. United States, 59 F Supp 738. 


Where a specialized motor carrier con- 
tracted to haul freight not covered by his 
certificate either as to commodity or ter- 


ritory, the relation between the parties 
was not that of shipper and common car- 
rier, but rather that of private carrier or 
bailee for hire, according to the court of 
civil appeals of Texas. Graham v. Dean 
et al. 186 SW (2d) 692. 


A contract carrier, according to a rul- 
ing of the supreme court of Minnesota, 
may bring action against a shipper to re- 
cover full freight rates as fixed by the 
commission, notwithstanding an agree- 
ment between them to transport mer- 
chandise at a lower rate. Hawley et al. tv. 
Little Falls Mill & Mercantile Co. 19 
NW (2d) 161. 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, 
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SECURITIES AND EXCHANGE COMMISSION 


Re The Commonwealth & Southern 
Corporation (Delaware) et al. 


File Nos. 59-20, 59-8, 54-75, Release No. 5825 
May 31, 1945 ‘ 


PH filed by holding company under § 11(e) of Holding 
Company Act to effect compliance with requirements of order 
under § 11(b)(2) of the act, involving reclassification of stock 
and distribution of stocks of subsidiaries; plan approved subject 
to amendment suggested by Commission. Amendment approved 


June 30, 1945, Release No. 5895. 


Intercorporate relations, § 19.3 — Holding company simplification — Necessity 
of plan. 


1. A plan for simplification of a holding company, filed under § 11(e) of 
the Holding Company Act, 15 USCA § 79k(e), following an order of the 
Commission to recapitalize on the basis of a single class of common stock, 
is necessary to effectuate the provisions of § 11(b) to the extent that it 
changes the capitalization to a single class of common stock as directed by 
the Commission’s order, p. 79. 


Intercorporate relations, § 19.5 — Holding company simplification — Retention 
of separated properties. 

2. Northern properties in a holding company system could not be retained 
under common control with properties in the south, where none of the 
northern companies renders service in any state which is contiguous to any 
state served by any of the southern companies, and thus the condition of 
clause (B) of § 11(b)(1) of the Holding Company Act, 15 USCA § 79k 
(b) (1), is not satisfied, p. 79. 


Intercorporate relations, § 19.3 — Holding company simplification — Necessity 
of plan. 

3. A plan for distribution of stocks in northern companies of a holding 
company system, found not to be retainable with southern companies, is 
an appropriate step toward bringing the holding company into compliance 
with the integration standards of the Holding Company Act and therefore 
warrants a finding that such distribution is necessary within the meaning 
of § 11(e), 15 USCA § 79k(e), although such distribution of stock with- 
out full settlement of issues in a pending § 11(b)(1) proceeding is not a 
full program of compliance with the standards of § 11(b), p. 80. 


Intercorporate relations, § 19.3 — Holding company simplification — Necessity 
of plan — Alternative plan. 
4. The word “necessary” with respect to a plan for simplification of a 
holding company to be approved under § 11(e) of the Holding Company 
Act, 15 USCA § 79k(e), does not connote the exclusion of any and all 
alternatives; the plan may meet the test if the action proposed is neces- 
sary, even though not the sole possible step, p. 80. 
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Corporations, § 22 — Reorganization — Earning capacity as factor. 
5. Presently accepted techniques of reorganization emphasize the impor. 
tance of prospective earning capacity in a plan for simplification of a hold. 
ing company under § 11 of the Holding Company Act, 15 USCA § 7% 
p. 80. 

Return, § 1 — Evaluating earning power — Holding company system. 
6. Primary weight is appropriately given to consolidated earnings history 
rather than corporate earnings history in evaluating the prospective eam. 
ing power of constituent companies in a holding company system, wher 
large amounts of cash are retained in subsidiaries to finance new construc- 
tion and to retire debt and preferred stock and amounts available for divi- 
dend payments are limited by reason of various charges to earned surplus, 
and where further limitations on amounts available for dividends have 
existed in the form of dividend restrictions, p. 82. 


Depreciation, § 23 — Annual accruals — Consideration in simplification proceed- 
ing. 

7. Current depreciation accruals of constituent companies in a holding con- 
pany system were accepted as adequate and not excessive for the purpose 
of judging the fairness of a holding company simplification plan although 
they exceeded a witness’s estimates of straight-line requirements, where a 
downward adjustment could be justified only upon a showing that the esti- 
mated lives of the properties were longer than those used by the Treasury 
for income tax purposes, p. 85. 

Revenues, § 2 — Future estimates — Wartime figures as basis. 
8. Estimates of future earnings of companies in a holding company sys- 
tem, as a basis of judging the fairness of a reorganization plan, are over- 
optimistic when based upon revenues during a war period far in excess of 
all prewar years, even though revenues for the first year after postwar 
readjustments might continue at a fairly high level, a certain amount of 
expansion during the war may be retained, and development of certain 
business which has been retarded during the war may replace some of the 
earnings which would otherwise be lost, p. 88. 


Corporations, § 22 — Reorganization — Allocations between security holders — 
Present value of rights. 
9. The problem of the Securities and Exchange Commission, in determin- 
ing the fairness of allocation between preferred and common stockholders 
in a holding company simplification, is to measure the present value of the 
respective rights in the enterprise held by the several classes of stockhold- 
ers, not on a liquidation basis, but on a going concern basis, giving proper 
emphasis to immediately operative rights (such as rights to current div- 
dends) as against inchoate rights (such as liquidation preferences), p. ¥. 


Corporations, § 22 — Reorganization — Allocations between stockholders. 


10. The Securities and Exchange Commission, in passing upon the fair- 
ness of an allocation between stockholders in a holding company simplific- 
tion, does not purport to reach precise dollar equivalents in determining 
the fairness of allocation, but if the allocation falls within a permissible 
range of fairness and equity, the Commission must approve it, p. 102. 


Corporations, § 22 — Reorganization — Fairness of plan — Distribution of frat- 
tional interests. 
11. The fact that a reorganization plan for the simplification of a holding 
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company compels certain junior stockholders either to sell or buy small 
amounts of stock or scrip, and leave their investments in an unsatisfactory 
condition if they choose to do neither one nor the other, is an unfortunate 
but not an uncommon circumstance, and the Commission cannot regard it 
as a feature rendering the plan unfair or inequitable to such stockholders, 
where alternative plans would not remove difficulties of allocation or be 
so clearly superior to the present plan as to compel the Commission to 
condemn it as unfair, p. 102. 


Corporations, § 22 — Reorganization — Elimination of option warrants — Lack 
of value. 

12. The standards of fairness and equity require the elimination of com- 
mon stock option warrants in a reorganization for simplification of a hold- 
ing company system, where, because of arrearages on preferred stock, 
common would not participate in earnings even without a recapitalization 
for years, common stock is valued at only a fraction of the option price, 
and consequently the option warrants represent an extremely tenuous right 
which would be inherently deceptive to investors and would perpetuate in 
the corporate structure useless and unnecessary complexities, p. 104. 


Intercorporate relations, § 19.8 — Holding company simplification — Vote of 
stockholders. 

13. A provision, in a plan under § 11(e) of the Holding Company Act, 

15 USCA § 79k(e), for simplification, for a vote of stockholders prior 

to application to a Federal court for an order approving and enforcing 

the plan, was approved by the Commission in the exercise of its discre- 

tion, although such vote was not required under the Holding Company 

Act ; and it was stipulated that the decision to approve the provision should 

. one not mean that the Commission might not later proceed if necessary to 
oats of enforce the plan without stockholder approval, p. 104. 


postwar Corporations, § 18 — Voting power — Amendment of holding company simplifi- 
unt of cation plan. 
14. Entry of an order approving a plan of recapitalization and partial liqui- 
dation, filed by a holding company under § 11(e) of the Holding Com- 
pany Act, 15 USCA § 79k(e), was withheld pending submission of amend- 
ments providing for election of a new board of directors by means of a 
specified procedure, the endowing of the new common stock with the right 
of cumulative voting in all elections of directors, and amendment of the 
charters of two subsidiaries whose stocks were to be distributed to provide 
- of the specified voting rights for preferred stock of each company, the Commis- 
ckhold- sion finding such amendments to the plan appropriate to insure equitable 
distribution of voting power, p. 106. 


Consolidation, merger, and sale, § 24.1 — Stock acquisition by holding company — 
Securities distributed in simplification. 

15. Acquisition by holding companies of securities to be distributed in a 
simplification proceeding of a holding company, under § 11(e) of the Hold- 
ing Company Act, 15 USCA § 79k(e), should be approved in connection 
with approval of the plan where the acquisitions (not representing com- 
pletely new investment but rather a change in the form of old investments) 
are more suitable than investments in the holding company for use in the 
course of compliance with the standards of § 11, p. 109. 


Security issues, § 94 — Single common stock basis — Scrip certificates. 
16. New common stock of a holding company, having full voting rights 
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and a par value, issued in connection with a simplification plan involving 
distribution of securities, under § 11(e) of the Holding Company Act, 15 
USCA § 79k(e), conforms with the standards of § 7 of the Holding Com. 
pany Act, 15 USCA § 79g, and the issuance of scrip certificates in con- 
nection with such plan is appropriate, p. 111. 


Intercorporate relations, § 19.3 — Holding company simplification — Alternative 
plans. 

17. The Securities and Exchange Commission, under § 11(e) of the Hold- 
ing Company Act, 15 USCA § 79k(e), must approve a plan submitted 
by a holding company for simplification if it meets the standards of the 
act, and the Commission must regard plans filed by others not as plans to 
be approved but as statements of the views of their proponents to be con- 
sidered in evaluating the company’s plan; and in a proceeding under § 11(d) 
as well as § 11(e) the Commission, although having jurisdiction to ap- 
prove an alternate plan if it meets the standards of the act, should not 
reject the company’s plan and adopt the other plan unless the latter is so 
clearly superior as to persuade the Commission that the company’s plan 
is unfair and inequitable or otherwise deficient under the act, p. 113. 

Commissions, § 48 — Status of representatives — Negotiation of holding com- 

pany simplification. 

18. The staff of the Public Utilities Division of the Securities and Ex- 
change Commission participates in proceedings for holding company sim- 
plification and the division is free to take positions in favor of or against 
provisions of proposed plans like any other participant, helping the parties to 
formulate and submit for Commission consideration a plan to meet the 
standards of the Holding Company Act, but in no sense does the division 
represent the Commission in a quasi judicial capacity, p. 115. 

Intercor porate relations, § 19.8 — Holding company simplification — Intervention. 


19. Granting limited privileges of participation in reorganization cases un- 
der the Holding Company Act accords with the provisions of the act and 
with settled practice, and when the interest of each class of stockholders 
is adequately represented there is generally no need for intervention by 
every stockholder or group of stockholders affected, p. 118. 


¥ 


APPEARANCES: George Roberts, Committee; William H. Brantley, Jr. 
Hayden Smith, and Allison Choate, Elizabeth C. Lownsbury, and Alfred 
of Winthrop, Stimson, Putnam & J. Snyder, for themselves and other 
Roberts, and John C. Weadock for common stockholders; William Ben- 
The Commonwealth & Southern Cor- nett for Pennsylvania Public Utility 
poration; Richard Joyce Smith and Commission; Albert Shassol, pro se; 
William T. Farley, of Whitman, Ran- Louis F. Davis and Sidney Shemel, 
som, Coulson & Goetz, for the United for the Public Utilities Division of the 


Corporation; Thomas B. K. Ringe Commission. 


and William Clarke Mason, of Mor- 
gan, Lewis & Bockius, for The United 
Gas Improvement Company; George 
S. Munson, of Townsend, Elliott & 
Munson, for Preferred Stockholders 
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By the Commission: We have be- 
fore us proposals in the form of a plan 
and amendments thereto filed by The 
Commonwealth & Southern Corpo 
ration (“Commonwealth”), a reg- 
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istered holding company, under § 11 
(e) of the Public Utility Holding 
Company Act of 1935, 15 USCA 
§ 79k(e) (“the act”). These pro- 
posals, hereinafter referred to as the 
Amended Plan, are designed to effect 
compliance by Commonwealth with 
the requirements of our order of 
April 9, 1942, under § 11(b)(2) of 
the act.” 

In brief, Commonwealth proposes 
to reclassify its preferred and common 
stock into a single class of new com- 
mon stock to be allocated to the exist- 
ing classes of preferred and common 
stock on the basis of 85 per cent to 
the preferred and 15 per cent to the 
common, and to distribute the com- 
mon stocks of certain of its subsid- 
aries on the same basis of allocation. 
A distribution of cash would also be 
made on each share of preferred stock. 
In addition, Commonwealth would 
restate the carrying value of its in- 
vestments in its remaining subsidiaries 
and take certain other action. 

The Amended Plan was filed in 
substitution for an earlier plan on 
which hearings were in progress; the 
provisions of the Amended Plan as 
well as the principal respects in which 
it differs from the previous plan are 
discussed hereinafter. 


Extensive hearings have been held 
before a trial examiner, initially on the 
prior plan and subsequently on the 
Amended Plan, and voluminous testi- 
mony and exhibits have been intro- 
duced. 

Numerous security holders and 
their representatives appeared in the 
proceedings. Applications for leave 
to intervene were filed by a Com- 
mittee for The Commonwealth & 
Southern Corporation .cumulative 
preferred stock $6 series * (“the Com- 
mittee”) holding authorizations from 
holders of 370,547 preferred shares; 
The United Gas Improvement Com- 
pany, holding 64,253 preferred and 
940,246 common shares; The United 
Corporation, holding 1,798,270 com- 
mon shares; William H. Brantley of 
Birmingham Alabama, representing 
certain persons holding 316,061 com- 
mon shares; Alfred J. Snyder of 
Philadelphia, a holder of preferred 
and common stock, on behalf of him- 
self and certain holders of common 
stock; and by Albert Shassol of New 
York city, a holder of common stock. 
The United Gas Improvement Com- 
pany and The United Corporation, 
registered holding companies, were 
permitted to become parties.* The 





1Re The Commonwealth & Southern Corp. 
(1942) Holding Company Act Release No. 
432, 44 PUR(NS) 217. Our findings and 
opinion accompanying the order contain a 
comprehensive financial analysis of the sys- 
tm and demonstrate the manner in which 
the corporate structure of Commonwealth un- 
duly complicates the structure of the holding 
company system and unfairly and inequitably 
distributes voting power among security hold- 
ers thereof, in contravention of the require- 
ments of § 11(b)(2). To remedy this situa- 
ton, our order directed Commonwealth to 
change its capital structure (consisting of 
preferred and common stocks, and warrants 
for the purchase of common stock) to a single 
dass of common stock in an appropriate man- 


69 


ner not inconsistent with the provisions of 
the act and rules thereunder. The order was 
affirmed by the United States circuit court of 
appeals for the third circuit upon petition for 
review by Commonwealth. Common- 
wealth & Southern Corp. v. Securities and 
Exchange Commission (1943) 48 PUR(NS) 
72, 134 F(2d) 747. 

2 The declaration of the Committee under 
Rule U-62 seeking authorization for the 
solicitation of preferred shareholders became 
effective May 27, 1943. Re Hopkinson (1943) 
Holding Company Act Release No. 4321. 

8 Since these companies have large stock- 
holdings in Commonwealth, their respective 
acquisitions of the securities distributable to 
them under the Amended Plan are subject to 
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trial examiner, pursuant to Rule 
XVII(b) of our Rules of Practice, 
granted to the other applicants limited 
privileges of participation including 
the right to introduce evidence and 
examine and cross-examine witnesses. 
Both Snyder and Shassol have sub- 
mitted plans,* discussed in a later por- 
tion of this opinion. 

Pursuant to our direction the staff 
of our Public Utilities Division filed 
and served on the other participants 
a statement of its position in the case, 
in the form of “Proposed Findings 
and Opinion Recommended by the 
Public Utilities Division for Adoption 
by the Commission.” A number of 
the other participants filed briefs in 
opposition to or in support of the plan 
and the staff’s proposals, and we heard 
oral argument. On the basis of the 
record, proposed findings, briefs and 


argument we make the findings set 
out below. 


The Holding Company System 


Commonwealth was organized un- 
der the laws of Delaware in 1929. In 
1929 and 1930 it acquired, in ex- 
change for its own securities and 
cash, large investments in the com- 
mon stocks of the following four hold- 
ing companies: Commonwealth Pow- 
er Corporation, Penn-Ohio Edison 


Company, Allied Power & Light Cor. 
poration and Southeastern Power & 
Light Company. Early in 1930 Com. 
monwealth merged and consolidated 
with these companies. 

As of December 31, 1943, Com. 
monwealth had outstanding 33,673. 
328 shares of common stock and war. 
rants for the purchase of 17,588,956 
common shares at $30 per share. 
These were issued for the most part 
in the 1929-1930 period in exchange 
for the common stock and option war- 
rants of the predecessor holding com- 
panies and a subsidiary company, ex- 
cept that 2,250,000 common shares 
and 2,250,000 option warrants were 
sold in 1929 for $45,000,000 in cash. 

At or about the time of the merger 
and consolidation Commonwealth is- 
sued 1,354,931 shares of preferred 
stock, having a stated value of $100 
per share, in exchange for the pre- 
ferred stocks of the predecessor com- 
panies. Shortly thereafter Common- 
wealth sold 145,069 additional shares 
for $14,117,064 in cash, increasing 
the preferred stock stated capital to 
$150,000,000, where it remained until 
1943 when 18,000 shares were re- 
tired.* 

Commonwealth’s investments in se- 
curities of subsidiaries acquired in the 
exchanges were originally recorded on 





our approval under §§ 9 and 10 of the act, 
15 USCA §§ 79i, 79}. We have construed 
their applications for intervention, which 
make reference to their proposed acquisition 
of securities, as including applications for 
authorization to acquire the securities. 
Our order of May 8, 1943 (Holding Com- 
pany Act Release No. 4294), convening a 
hearing for the consideration of the plan 
filed by Commonwealth preceding the Amend- 
ed Plan, provided that consideration should 
be given to the question whether, in the event 
the Commission shall approve such plan as 
filed or as modified, the Commission shall 
approve such plan for purposes of § 11(d) of 
the act (as well as § 11(e)) so as to permit 
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the Commission on its own motion and ir- 
respective of any request therefor on the 
part of Commonwealth to apply to a court 
for the enforcement of such plan _pursu- 
ant to § 11(d). The order also raised as 
an issue the question whether in the event the 
Commission shall not approve such plan as 
filed or as modified, the Commission shall it- 
self propose and approve a plan for purposes 
of § 11(d) or shall approve for purposes of 
§ 11(d) any plan that may be proposed by 
any person having a bona fide interest in the 
reorganization of Commonwealth. 

5 Re The Commonwealth & Southern Corp. 
Holding Company Act Release Nos. 424), 
March 13, 1943, and 4241, April 12, 1943. 
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its books at amounts which bore no 
relation to underlying book value. 
The amounts were computed on the 
basis of market quotations pertaining 
to the holding company securities ac- 
quired at the times of acquisition. 
Thus, the investment account of Com- 
monwealth greatly exceeded the com- 
bined investment accounts of the 
holding companies which merged and 
consolidated with it. The investment 
accounts of such holding companies 
in turn greatly exceeded the aggregate 
book values of their own subsidiaries, 
and the property accounts of the sub- 
sidiaries themselves contained sub- 
stantial inflation. As of December 
31, 1932, Commonwealth eliminated 
$563,000,000 of this excess by a 
charge to capital surplus, leaving the 
amount at which investments were 


carried on its books at approximately 


$355,000,000. Subsequent changes 
in the investment account have taken 
place because of acquisitions, disposi- 
tions and abandonments of invest- 


ments or property. However, owing 
to intervening changes in the accounts 
of subsidiaries, Commonwealth’s in- 
vestment account at the end of 1943 
(less reserve therefor) exceeded by 
$118,785,477 the adjusted underlying 
book value of operating subsidiaries, 
exclusive of earned surplus since dates 
of acquisition. 

Commonwealth’s principal subsid- 
iaries are ten operating public utility 
companies, five of which are known 
collectively as the “northern com- 
panies” and the remaining five as the 
“southern companies.” | Common- 
wealth owns directly 100 per cent of 
the common stocks of all these com- 
panies except one, the common stock 
of which is owned by a subsidiary 
company. The names of the system 
companies, the type of business en- 
gaged in, the state of incorporation 
and the state where operations are 
conducted are set forth in the follow- 
ing table: 
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State in which 
public utility 


Name 


operations are 


Nature of Business 


carried on 


Northern companies 


*Consumers Power Company .. 
Central Illinois Light Company. . Illinois 
Southern Indiana Gas and Elec- 
tric Company 


Ohio Edison Company 
**Pennsylvania Power Company .. 


Southern companies & 
Alabama Power Company 


Georgia 
Florida 


Georgia Power Company 


Company . 
* Incorporated under the laws of Maine. 


states in which they do business. 
** Subsidiary of Ohio Edison Company. 


*Gulf Power Company 
*Mississippi Power Com 
South Carolina Power 


In addition to these utility com- 
panies, Commonwealth owns directly 
all the common stock of three non- 
utility subsidiaries. Two of these, 


Cherokee Land Company and Savan- 
nah River Electric Company, own un- 
developed hydro sites in Tennessee, 


South Carolina and Georgia; the 
third, Atlanta Northern Railway Com- 
pany, operates an interurban electric 
railway between Atlanta and Marietta, 
Georgia, a distance of about 16 
miles. The system also includes The 
Commonwealth & Southern Corpora- 
tion (New York), the mutual serv- 


.. Michigan 


Pennsylvania 


. Mississippi 
South Carolina .. 


Electric, gas, heating, and water 
wWeben eee Electric, gas, and heating 
Electric, gas, heating, 
transportation 
Electric and heating 
.- Electric 


water, and 


Electric, gas, water, and transporta- 
tion 

Electric, gas, transportation, and heat- 
ing 

Electric and gas 

Electric 

Electric, gas, and transportation 


The other companies are incorporated in the 


ice company of the system; the com- 
mon stock of which is owned by the 
ten operating companies and Atlanta 
Northern Railway approximately in 
proportion to their respective gross 
operating revenues. 

The system reports consolidated as- 
sets of $1,202,085,102 as of Decem- 
ber 31, 1943, and consolidated rev- 
enues of $201,456,189 for the year 
1943. A condensed consolidated bal- 
ance sheet as of December 31, 1943, 
and a consolidated income statement 
for the year 1943 follow: 





€On March 6, 1940, we instituted proceed- 
ings under § 11(b)(1) of the act (Holding 
Company Act Release No. 1956) involving 
Commonwealth and its subsidiary companies, 
to determine what properties were retainable 
by Commonwealth under, the standards of 
§ 11(b)(1). Commonwealth contends that 
the properties of the five southern companies 
constitute a single integrated utility system 
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and other businesses retainable in substan- 
tially their present form. At the request of 
Commonwealth, this question was taken up 
first in the proceedings. Extensive hearings 
have been held from time to time and the 
record on this issue is substantially completed. 
No determination of it will be made at this 
time. 
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The Commonwealth & Southern Corporation and Subsidiary Companies 


Condensed Consolidated Balance Sheet at December 31, 1943 * 
Assets 

Fixed Capital (including intangibles) 
Combined property accounts of subsidiary companies ......... $948,319,229 
Net excess at which investments in securities of subsidiary com- 

panies are carried on the books of the parent company, less 

reserve therefor, over the adjusted underlying book value 

thereof, exclusive of earned surplus since dates of acquisition 118,785,477 $1,067,104,706 


Investment and Fund Accounts * +s 10,074,139 


Current Assets 
Cash $27,155,831 


U. S. Government and Federal agencies securities 54,054,359 
Other current assets 27,939,114 109,149,304 


Post-War Refund of Federal Excess Profits Tax ........... ove 2,607,702 


Deferred Debits 
Debt discount, call premium and expense .......... $11,745,303 
Other deferred debits 1,403,948 13,149,251 


Total Assets iabdbnnvebnaensevevaibadesekesviewisioasakebiaseect $1,202,085, 102 
Liabilities 
Capital Stock—Parent Company 
Preferred Stock—1,482,000 shares stated at $148,200,000 


Common Stock—33,673,328-71/1200 shs. stated at 
Option Warrants—17,588,956-373/1200 warrants $316,566,640 





Capital Stock—Subsidiary Companies 

Cumulative Preferred Stock 205,473,200 
Long-term Debt—Subsidiary Companies 

Bonds *$437,844,800 

Notes payable 

Property purchase obligations 333,750 449,803,550 


Current Liabilities 
Notes and accounts payable *$8,942,362 
Accrued taxes 40,959,192 
Other current liabilities 


Deferred Credits ..... 
Reserves 

Reserves for depreciation and amortization 

Special reserve for property 

Special reserve 

Special capital surplus reserves 

Other reserves 144,964,793 
Contributions in Aid of Construction 832,427 
Capital Surplus ’ 
Earned Surplus 21,457,049 


$1,202,085,102 


* All subsidiary companies have been consolidated herein with the exception of The Com- 
monwealth & Southern Corporation (New York), the mutual service company of the system, 
yay Northern Railway Company, a subsidiary of Commonwealth with total assets 


59 PUR(NS) 





SECURITIES AND EXCHANGE COMMISSION 


The Commonwealth & Southern Corporation and Subsidiary Companies 
Consolidated Income Account for the Year Ended December 31, 1943 


Gross Revenue: 
Subsidiary operating companies 
Electric 
Gas 
Transportation 
Water, ice, and heating 
Nonoperating 956,789 $201,439,437 


Holding company 16,752 


ee 
Total Gross Revenue $201,456,139 


Operating Expenses and Taxes: 
Operation 
Maintenance 
Provision for depreciation 
Provision for amortization 
General taxes 
Federal income tax 
Federal excess profits tax 
State income tax 
Provision in lieu of taxes} 


Total Operating Expenses and Taxes $158,574,655 
Gross Income $42,881,534 


Deductions from Gross Income: 
Interest on long-term debt $16,351,489 
Amortization of debt discount, premium, and expense (net) 2,048,843 
Other interest charges 106,930 
Dividends on preferred stocks of subsidiary companies 11,721,919 
Miscellaneous income deductions 454,798 


$30,683,979 
Less—Interest during construction 333 


Total Deductions from Gross Income $30,350,889 
Net Income 2 $12,530,645 


1 The provisions in lieu of taxes represent amounts equal to: (a) taxes not payable by rea- 
son of the amortization for tax purposes over five years of the cost of emergency facilities 
constructed under necessity certificates issued by the War and Navy Departments, $2,429,587; 
(b) reduction in taxes resulting from a carry-over credit arising from the deduction in prior 
years of discount, expense and call premiums on bonds refunded, $637,709 and (c) reduction 
in taxes resulting from loss realized during 1943 on unpaid and uncollectible indebtedness of 
an associate company, $6,045,600. These provisions are discussed below in the section dealing 
with prospective earnings. 

2 Consolidated earnings for 1943 include earnings of $2,854,622 not available for payment 
of dividends no common stocks by reason of restrictions on surplus or deficit in surplus and 
future earnings will be similarly restricted in the amount of $591,661. 
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RE THE COMMONWEALTH & SOUTHERN CORP. (DELAWARE) 


Following is a condensed corpo- 
rate balance sheet of Commonwealth, 


Assets 
Investments : 


Investments in and loans to subsidiary companies ! 
Investment in other company ...........+.- 


Current Assets : 


Cash ..-ceeeececccccsescscccsccvceccecceees oe 
U. S. Government and Federal agencies securities 1,2 


Accrued interest and dividends receivable 


Suspense—Ohio Edison Co. preferred stock surrendered for re- 


tirement 


Liabilities 
Capital Stock (no par value) : 


sete ee eeeeeeeee eeee 


per books, as of December 


1943: 


31, 


$323,473,002 
25,406 $323,498,408 
$7,407,521 


24,400 
8,797,987 


166,066 


1,149,707 
$333,446,102 


Preferred Stock—Cumulative $6 Series—1,482,000 shares (cumu- 
lative dividends in arrears and not declared amount to $40,746,- 


283), stated at $100 per share 


Common Stock—33,673,328-71/1200 shares, stated at $5 per share 


$148,200,000 
168,366,640 


Option warrants entitling the holders thereof to purchase a like 
number of shares of common stock at $30.00 per share at any 


time without limit— 


Issued and outstanding 17,588,956-373/1200 warrants 


Accrued Taxes—general and Federal income 
Miscellaneous current liabilities 


0 
47,732 
56,973 


Reserve for Estimated Possible Loss (in connection with the liqui- 


dation of The Tennessee Electric Power Company) 


Capital Surplus 


Bet SOG ng ode dcpcccvccsucucccdasases 


15,100,000 
977,782 
696,975 


$333,446,102 


1In respect of the carrying value of its investments, Commonwealth states, “The amount 


at which investments are stated does not purport to represent their present day values. 


Such 


amount, less the reserve of $15,100,000, is $118,785,477 in excess of the consolidated book 
value of the securities of the subsidiary companies, exclusive of earned surplus since dates 


of acquisition. 

The $6 cumulative preferred stock 
of Commonwealth (no-par value, 
stated at $100 per share) of which 
there are 1,482,000 shares outstand- 
ing, is entitled to receive annual divi- 
dends of $6 per share before the pay- 
ment of any dividend on the common 
stock, is entitled in voluntary or in- 
voluntary dissolution to $100 per 
share plus accrued dividends before 
anything may be paid on the common, 
and is redeemable at the option of 
the company at $110 per share plus 
accrued dividends. At December 31, 
1943, dividend arrears on the pre- 


.” Cf. consolidated balance sheet, supra. 


ferred stock amounted to $27.50 per 
share, an aggregate of $40,746,282. 

The common stock (no-par value), 
of which 33,673,328 shares are out- 
standing is represented by an aggre- 
gate stated capital of $168,366,640, 
equal to $5 per share. No dividends 
have been paid on the common stock 
since March 1, 1932. 

The option warrants represent no 
stated capital. 

The preferred stock and the com- 
mon stock have one vote per share. 
The voting rights of the preferred 
stock are not changed by reason of a 
default in preferred dividends. Thus 
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the voting stock of Commonwealth 
totals 35,155,328 shares, of which the 
common stock represents approxi- 
mately 95.8 per cent and the preferred 
stock about 4.2 per cent. 


Provisions of the Amended Plan 


Under the Amended Plan Common- 
wealth proposes to change its author- 
ized capitalization to 10,000,000 
shares of $5 par value common stock ; 
to distribute 8,879,234 of these shares, 
together with the common shares of 
its four directly held northern subsid- 
iaries,” to the holders of its preferred 
and common stock on the basis of 85 
per cent to the preferred stockholders 
and 15 per cent to the common; and in 
addition, to make an immediate cash 
payment of $3.50 per share to the pre- 
ferred stockholders (which, however, 
may be reduced to $2.75 per share). 
The preferred stockholders would also 
be entitled to receive certain additional 
distributions of cash.* 

The amounts of securities and cash 
proposed to be distributed on account 
of each preferred and common share 


of Commonwealth are set forth in the 
following tables : 


Per Share of Preferred Stock: 


1-3/100 (1.03) shares of common stock of 

Consumers Power Company 

1-3/100 (1.03) ng of 
io 


common stock of 


Southern Indiana Gas anj 
Electric Company 

5-15/100 (5.15) shares of Commonwealth’; 
new common stock 


$3.50 in cash (provided this amount may be 
reduced to $2.75 per share, if the board of 
directors, prior to the date the Amended 

Plan becomes effective, determines that the 

reduction is desirable to preserve adequate 

working capital) 

An additional amount in cash equal 
to 1/1,482,000 of 75 per cent of the 
consolidated net income of Common- 
wealth and its subsidiary companies 
from January 1, 1944 to the first day 
of the calendar month in which the 
Amended Plan becomes effective, or 
equal to dividends at the rate of $6 
per annum from January 1, 1944, to 
such date, whichever is less, from 
which shall be deducted the amount of 
any dividends declared on each pre- 
ferred share from January 1, 1944, to 





7™The stock of Ohio Edison to be distrib- 
uted will, of course, carry with it all of that 
company’s interest in Pennsylvania Power 
Company. 

8 As noted, the Amended Plan was filed by 
Commonwealth in substitution for its earlier 
plan on which hearings were in progress. 
The principal differences between the two 
plans are that the Amended Plan alters the 
allocation from 80 per cent and 20 per cent 
to 85 per cent and 15 per cent, respectively, 
as between the preferred and common stock- 
holders, provides for the distribution of the 
common stocks of the northern subsidiaries 
rather than merely of Consumers Power Com- 
pany and provides for certain cash distribu- 
tions to the preferred shareholders. Hearings 
had convened June 7, 1943, on the earlier 
plan and had continued from time to time un- 
til November 29, 1943. At a hearing held on 
this date, counsel for the Preferred Stock- 
holders’ Committee announced that agreement 
had been reached, as-a result of protracted 
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negotiations, between various holders of pre- 
ferred stock and various holders of common 
stock of Commonwealth on certain amend- 
ments which these holders recommended for 
incorporation in the plan. The amendments 
were adopted by Commonwealth in substan- 
tially their recommended form, and are re- 
flected in the Amended Plan. Certain of the 
stockholders participating in the recommenda- 
tions hold only preferred, and certain only 
common, while others hold both preferred and 
common. The aggregate number of preferred 
and common shares held by the stockholders 
who have approved the recommendations (or 
whose officers will recommend approval to 
their boards of directors) are stated to bk 
502,000 and 6,757,508, respectively, or ap 
proximately 34 per cent and 20 per cent of 
the respective classes outstanding. The stock- 
holders participating in the recommendations 
and their respective holdings of preferred and 
common shares are set forth in Appendix A 
[omitted here]. 





RE THE COMMONWEALTH & SOUTHERN CORP. (DELAWARE) 


the effective date of the Amended 
Plan. Earnings of subsidiaries are to 
be included in the computation of con- 
solidated net income only to the ex- 
tent lawfully distributable on the se- 
curities of such companies owned by 
Commonwealth. 


Per Share of Present Common Stock: 


8/1000 (.008) share of common stock of 
Consumers Power Com- 
pany 

share of common stock of 
Ohio Edison Company 
share of common stock of 
Central Illinois Light Com- 
pany 

share of common stock of 
Southern Indiana Gas and 
Electric Company 

share of Commonwealth’s 
new common stock 


8/1000 (.008) 
16/10000 (.0016) 


16/10000 (.0016) 


4/100 (.04) 

To arrive at the even denominators 
in the fractions shown above, the num- 
ber of presently outstanding common 
shares of the subsidiaries being dis- 
tributed would have to be changed 


without, however, changing the ag- 
gregate amount of capital represented 


thereby. In that process the common 
shares of Consumers Power Company 
would be decreased from 1,811,916 to 
1,795,847, and the common shares of 
Southern Indiana Gas and Electric 
Company from 400,000 to 359,170; 
the common shares of Ohio Edison 
Company would be increased from 1,- 
436,920 to 1,795,847 and those of 
Central Illinois Light Company from 
210,000 to 359,170. The changes 
would be subject to such authorization 
of stockholders and of regulatory 
bodies having jurisdiction as is provid- 
ed for by applicable charter and statu- 
tory provisions. 

Commonwealth states that upon the 
consummation of the Amended Plan 
it intends to make application, pur- 
suant to the Securities Exchange Act 


77 


of 1934, for the listing and registra- 
tion of its new common stock and the 
stocks of the foregoing subsidiaries 
on the New York Stock Exchange. 
Prior to September 29, 1944, Penn- 
sylvania Power Company was a direct 
subsidiary of Commonwealth. On 
that date Commonwealth donated its 
investment therein, represented by 
110,000 shares of common stock, to 
Ohio Edison Company as an addition 
to its common stock equity.® Subse- 
quently Ohio Edison registered as a 
holding company under the provisions 
of § 5 of the act, 15 USCA § 79e, re- 
serving the right to apply for an ex- 
emption under the provisions of § 3 
(a)(2), 15 USCA § 79c(a)(2). 
The purpose of the transfer was to 
insure the preservation of the econ- 
omies which Commonwealth states 
are now enjoyed by Ohio Edison and 
Pennsylvania Power from the opera- 
tion of their interconnected electric 
properties under common control. 
No recognition is given to the out- 
standing option warrants of Common- 
wealth and from the effective date of 
the Amended Plan the option war-~ 
rants would be null and void. 
Distribution of the new securities 
under the Amended Plan would be 
made upon surrender of Common- 
wealth’s outstanding certificates. No 
fractional shares would be issued but 
upon request scrip certificates would 
be issued in lieu thereof. As frac- 
tional shares which are not represented 
by scrip certificates accumulate from 
time to time in an amount equivalent 
to a number of full shares which may 
be economically handled, the full 
shares would be sold on the open 
®Re Ohio Edison Co. Holding Company 
Act Release No. 5289, Sept. 14, 1944. 
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market and the proportionate share of 
the net proceeds remitted to the per- 
sons entitled to the fractional shares. 
Scrip certificates would be in bearer 
form, non-dividend bearing and non- 
voting; upon surrender in amounts 
aggregating one or more full shares 
they would be exchangeable therefor 
at any time within three years from 
the effective date of the Amended 
Plan. After that time, any full shares 
held in respect of unsurrendered pre- 
ferred and common stock and scrip 
certificates would be sold and the pro- 
ceeds, together with any applicable 
dividends, less expenses, would be held 
for a period of two years for the bene- 
fit of those entitled to receive the pro- 
ceeds. Thereafter, any unclaimed 


funds would be paid to and become 
the property of Commonwealth. This 
period may be extended by Common- 


wealth upon Commission approval but 
not beyond January 1, 1951. 
Following distribution of their com- 
mon stock, the northern companies 
would cancel the existing contracts 
with The Commonwealth & Southern 
‘Corporation (New York), the mutual 
service company of the system, and 
would surrender for cancellation and 
retirement the shares of capital stock 
of that company now owned by them 
against payment of the stated value 
of $100 per share. However, the 
mutual service company would con- 
tract with the northern subsidiaries to 
furnish to them the services of its per- 
sonnel when and as requested by their 
respective boards of directors, such 
services to be specified and to be fur- 
nished at cost (including a fixed per- 
centage for overhead and return) and 
not te include managerial, supervisory, 
or other continuing general services. 
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No person who is an officer or dj- 
rector of Commonwealth or of the 
mutual service company on the 31st 
day after the initial distribution is to 
be eligible as an officer or director of 
any of the northern group of com- 
panies, and interlocking officers or di- 
rectors as between Commonwealth and 
its subsidiary companies (including the 
service company) and the northern 
companies would be prohibited, except 
to the extent that the Commission up- 
on application might otherwise permit, 

Commonwealth would make an ap- 
propriate change in its corporate name. 

Commonwealth reserves the right 
prior to the effective date of the 
Amended Plan to sell any or all of the 
common stock of Southern Indiana 
Gas and Electric Company and utilize 
the proceeds as Commonwealth’s 
board of directors may determine, 
subject to any necessary authorization 
of regulatory authorities. 

Upon the consummation of the 
Amended Plan, Commonwealth would 
restate and segregate on its books its 
investments in its retained subsidiary 
companies, at amounts not in excess 
of the respective underlying book value 
as of the effective date of the Amended 
Plan. Commonwealth proposes that 
any amount by which the carrying 
value of its assets as restated exceeds 
its liabilities, including the aggregate 
par value of its newly issued common 
stock, shall be credited to capital sur- 
plus or to an appropriate reserve. 

The Amended Plan provides that, 
in addition to approval by the Commis- 
sion and a United States district court, 
its effectiveness is conditioned upon 
approval by the vote of a majority of 
the preferred and of a majority of the 
common stock voted at a meeting held 
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for this purpose. It also contains a 
provision requesting the Commission, 
upon its approval and that of stock- 
holders, to apply to the appropriate 
court to enforce and carry out the 
terms and provisions of the Amended 


Plan. 


Applicable Statutory Requirements 


In order to approve the Amended 
Plan under § 11(e) of the act, we 
must find that it complies with the ap- 
plicable standards. These include the 
requirement that it be “necessary to 
effectuate the provisions of” § 11(b) 
and “fair and equitable to the persons 
affected by such plan.” To make its 
provisions binding upon all security 
holders, Commonwealth has requested 
us, upon our approval and that of 
stockholders, to apply to a court under 
§§ 11(e) and 18(f) for enforcement 
of the Amended Plan. As indicated 
in our order setting the hearing on the 
original plan filed by Commonwealth,” 
the provisions of § 11(d) of the Act 
are also available in this instance as a 
procedure for approval and enforce- 
ment of a plan.™ 

In addition, the Amended Plan con- 
templates the issuance of new securities 
which must meet the requirements of 
§§ 6 and 7, 15 USCA §§ 79f, 79g, 
and other transactions to which the 
standards of §§ 10 and 12, 15 USCA 
§§ 79), 791, are applicable. 


I. Necessity for and Appropriateness 
of the Amended Plan 


To approve a plan pursuant to § 11 


(e), we must first find that it is “nec- 
essary to effectuate the provisions of” 
§ 11(b). 

[1] Our order of April 9, 1942, 44 
PUR(NS) 217, directed Common- 
wealth to recapitalize on the basis of a 
single class of common stock, action 
found necessary to meet the standards 
of § 11(b)(2). The Amended Plan, 
if consummated, would change the 
capitalization of Commonwealth to a 
single class of common stock, as di- 
rected by our order. To this extent, 
therefore, it is clear that the Amended 
Plan is necessary to effectuate the pro- 
visions of § 11(b). 

[2] With reference to the distribu- 
tion of the northern companies, it may 
be noted that proceedings are pending 
involving Commonwealth and its sub- 
sidiaries under § 11(b)(1).% In 
these proceedings the matter first con- 
sidered, as requested by the manage- 
ment, has been the question of the re- 
tainability of the southern properties 
under the integration standards. 
Commonwealth has attempted in the 
course of extensive hearings to dem- 
onstrate the retainability of all of the 
southern properties in substantially 
their present form. The management 
has not undertaken to make a show- 
ing that any of the northern properties 
can be retained ; on the contrary, it has 
incorporated a provision in the 
Amended Plan proposing their dis- 
tribution. Even had the management 
not so proposed, it is clear that none 
of the northern properties could be 
retained under common control with 





10 Holding Company Act Release No. 4294, 
May 8, 1943. See footnote 4 supra. 
Section 11(d) provides: [statutory pro- 
vision omitted]. 

12 See footnote 6, supra. The proceedings 
under § 11(b)(1) (File No. 59-20) have 


been consolidated with the proceedings under 
§ 11(b)(2), (File No. 59-8) and with the 
proceedings on the plans filed by Common- 
wealth (File No. 54-75). See Holding Com- 
pany Act Release No. 4294, May 10, 1943. 
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the properties in the South. None of 
the northern companies renders serv- 
ice in any state which is contiguous 
to any state served by any of the 
southern companies, and thus the con- 
dition of clause (B) of § 11(b)(1) 
is not satisfied. It is, therefore, un- 
necessary for us to consider the ap- 
plicability of clauses (A) and (C).* 

[3, 4] Of course, distribution of the 
stocks in the northern companies with- 
out full settlement of the issues in the 
pending § 11(b)(1) proceedings re- 
specting the southern properties is not 
a full program of compliance with the 
standards of § 11(b). On the other 
hand, distribution of the stocks in the 
northern companies clearly is an ap- 
propriate step toward bringing Com- 
monwealth into compliance with the 
integration standards of the act, and 
therefore warrants a finding that such 
distribution is “necessary” within the 
As we have re- 


meaning of § 11(e). 
peatedly held, “necessary” in that con- 
text does not connote the exclusion of 
any and all alternatives; the plan may 
meet the test if the action proposed is 
necessary, even though not the sole 
possible step. 


II. Fairness of the Amended Plan 


We turn now to the question wheth- 
er the plan is fair and equitable to the 


holders of Commonwealth’s securities: 
that is, the holders of the preferred 
stock, the common stock, and the Op- 
tion warrants. 

[5] Presently accepted techniques 
of reorganization emphasize the im- 
portance of prospective earning capac- 
ity whether the reorganization is un- 
der Chap X of the Bankruptcy Act * 
or § 11 of the Holding Company Act." 
Our first problem then is to reach an 
estimate of reasonably foreseeable fu- 
ture earnings. 


A. Determination of Prospective 


Earnings 


On the basis of estimates submitted 
by the managements of the various 
subsidiary operating companies, pro- 
spective annual consolidated net in- 
come would be $29,435,000. On the 
basis of estimates by Jay Samuel 
Hartt, a consulting engineer who tes- 
tified for Commonwealth, prospective 
annual consolidated net income would 
be $24,708,000. The plan has been 
attacked by certain common stockhold- 
ers. They rely on these estimates as 
a basis for their contention that the 
common stock of Commonwealth is 
not being fairly treated. The staff 
of the Public Utilities Division in its 
proposed findings, however, recom- 
mends that we use for the purpose of 





18 Re Engineers Pub. Service Co. re i. 
SEC 764, 40 PUR(NS) 1; affirmed in 
and reversed in part 1943) 78 US App BC 
199, 51 PUR(NS) 65, 138 F(2d) 936, cer- 
tiorari granted. 

14Re North Shore Gas Co. (1941), 10 
SEC 504, 518, 41 PUR(NS) 131, Holding 
Company Act Release No. 3131. Cf. Re 
Great Lakes Utilities Co. Holding Company 
Act Release No. 3419, March 31, 1942; Re 
Jacksonville Gas Co. (1942) Holding Com- 
pany Act Release No. 3570, 45 PUR(NS) 
65; Re Columbia Gas & E. Corp. Holding 
Company Act Release No. 3885, Oct. 2, 1942. 

15 Consolidated Rock Products Co. v. Du 
Bois (1941) 312 US 510, 526, 85 L ed 982, 
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61 S Ct 675; Group of Institutional Investors 
v. Chicago, M. St. P. & P. R. Co. (1943) 318 
US 523, 87 L ed 959, 63 S Ct 727. 

16 Re The United Light & P. Co. (1943) 
Holding Company Act Release No. 4215, 49 
PUR(NS) 8; Pafrd (1943) 51 PUR(NS) 235, 
51 F Supp 217; aff'd (1944) 53 PUR(NS) 
129, 142 F(2d) 411; x, re} 323 US 
624, 89 L ed —, 57 PUR(NS) 65, 65 S Ct 
483; Re Puget alae Power & Light Co. 
Holding Company Act Release No. 4255, 
April 27, 1943, enforced in the United 
States District Court for Massachusetts; Re 
Virginia Pub. Service Co. Holding Company 
Act Release No. 4618, Oct. 16, 1943. 
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testing the plan a prospective consol- 
jdated net income figure of from $16,- 
900,000 to $18,000,000. We consider 


these estimates, 


|. Earnings History 
Table I below sets forth for the pe- 
riod from 1930 to 1943, inclusive, the 


corporate and consolidated net income 
reported by Commonwealth, the an- 
nual dividend requirements on Com- 
monwealth’s preferred stock, and the 
balance (or deficiency) of corporate 
and consolidated net income after such 
dividend requirements : 


TABLE I 


Net Income Applicable to 
Commonwealth’s Preferred 
and Common Stock 
Consolidated Requirements Corporate 


Corporate 


12,531 


Balance (Deficiency) 
After Preferred 
Dividend Requirements 
Consolidated 


Commonwealth’s 
Preferred 
Dividend 


(000 omitted) 
$7,5128 
8,995@ 
8.9958 


$21,223¢ 

13,374¢ 
4,248 

f 499) 

1,553) 
410 


$21,197¢ 
12,863¢ 
( 961) 
ed 








$192,182 


$124,365 








$13,727 


$8,883 


Notes to Table I 


* Preferred dividends paid in full. 


>One-half of the annual requirements paid. 


°$.75 per share paid ($1,124,742). 
4$4.75 per share paid ($7,037,967). 


® During these years the following common stock dividends were paid: 


None thereafter 


> ? 


f During these years the income and excess profits taxes payable by the system have been 
lessened by reason of losses, refinancing costs, and charges for amortizing war emergency 
facilities which were deductible for tax purposes and which Commonwealth considers of a 
nonrecurring nature. Commonwealth has reported the system’s income as it would have been 


without the benefit of such reductions in taxes. 


The table below shows the amounts charged 


to income “in lieu of taxes” and the consolidated net income which would have been shown 


if no such charges had been deducted: 


Consolidated Net 
Income as Reported 


$48,732,551 


Consolidated Net 
Income Before 
“Provisions in 
Lieu of Taxes” 
$13,463,780 
2,770,535 14,911,763 
8,703,587 19,715,755 
9,112,896 21,643,541 


$21,002,288 $69,734,839 
59 PUR(NS) 


“Provisions in 
Lieu of Taxes” 


$415,270 
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Notes to Table I—Continued 


The “provisions in lieu of taxes” aggregating $21,002,288 during the four years were re. 
flected on the balance sheets of the system companies as follows: $10,733,253 to write-off yp. 
amortized debt discount and expenses in connection with refundings; $3,401,587 to increase 
special property reserves; $5,517,600 by Ohio Edison to create capital surplus in an amount 
equal to reduction in taxes by reason of loss realized at —— on unpaid and uncollectibj. 
indebtedness of Transportation Securities Company; $701,848 by Consumers Power and 
$120,000 by Akron Transportation to increase depreciation reserve, and $528,000 by Commop. 
wealth as provision for portion of loss on unpaid and uncollectible indebtedness of Transporta. 


tion Securities Corporation. 

& Excludes Tennessee Companies after 1938. 

It will be seen that corporate net 
income as reported by Commonwealth 
has been less than its annual preferred 
dividend requirements since 1932. 
Consolidated earnings, however, have 
consistently exceeded these require- 
ments, except for the years 1933 and 
1934. 

[6] In evaluating the prospective 
earning power of the constituent com- 
panies, it is appropriate to give primary 
weight to the consolidated earnings 
history rather than corporate earn- 
ings history. The record in this case 
indicates that due to various factors 
corporate income is not as reliable an 
index for this purpose as consolidated 
income. These factors include the re- 
tention of large amounts of cash in the 
subsidiaries to finance new construc- 
tion and to retire debt and preferred 
stock in connection with the program, 
actively pursued by the present man- 
agement, of lessening senior security 
charges through refinancings and se- 
curity retirements. Amounts avail- 


able for dividend payments were also 
limited by reason of various charges 
to earned surplus, including substan. 
tial charges for adjustments to prop- 
erty and investment accounts.” Fur. 
ther limitations on amounts available 
for dividends have existed in the form 
of dividend restrictions imposed on 
certain of the subsidiary companies 
in connection with their refinancing 
programs.”® 

The management suggests that the 
historical record is of limited useful- 
ness as an index of prospective earn- 
ing power due to the many changes 
which have occurred in recent years in 
the physical composition and financial 
structure of the system. Such changes 
include the sale of the Tennessee Elec- 
tric Power Company and portions of 
the properties of the Alabama Power 
Company, Mississippi Power Com- 
pany, and Georgia Power Company 
to public authorities, the sale of the 
transportation companies owned by 
Transportation Securities Corpora- 





17 During the years 1937 to 1943, inclusive, 
such charges to earned surplus by Common- 
wealth’s ten principal subsidiaries aggregated 
$51,368,964 of which $31,391,689 was for ad- 
justments to property and investment accounts 
(including appropriations to reserves against 
such accounts), and $18,568,952 for write-offs 
of discount expense and premiums on senior 
securities and adjustment of the stated value 
of preferred stocks in certain subsidiaries. 

18 For example, in connection with the re- 
funding by the Alabama Power Company of 
its funded debt in 1942, dividends on its com- 
mon shares were prohibited until an amount 
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($4,537,972) equivalent to dividend require- 
ments for two years on its preferred stocks 
outstanding in the hands of the public was 
thereafter accumulated and frozen in earned 
surplus as unavailable for common dividends. 
Re Alabama Power Co. (1941) 10 SEC 885, 
900. 

In general, while a dividend restriction may 
be dictated by the need to strengthen the posi- 
tion of public holders of the underlying com- 
panies’ senior securities, the retention of sub- 
sidiaries’ earnings, at the same time, builds up 
equity for the parent and its security holders. 
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‘ion,® losses from abandonment of 
ailway transportation facilities, large 
increases in recent years in provisions 
jor depreciation, savings in cost of 
enor money through recent refinanc- 
ing operations, increased earnings 
fom the change-over to natural gas in 
Michigan just prior to the War, in- 
ceased generating efficiency and vari- 
ous other considerations. 

To present the past earnings rec- 
ord in a manner which Commonwealth 
regards as more indicative of the fu- 
ture possibilities, Commonwealth fur- 
nished consolidated income statements 
for the years 1937-1942, inclusive, 
containing adjustments to reflect the 
ystem in substantially its present 
form. These adjustments eliminate 
the earnings from properties disposed 
of prior to the end of 1943, and give 
effect to reductions in interest charges 
and dividends on preferred stocks re- 
sulting from refinancing and retire- 
ment of securities in the years 1937- 


1942, inclusive. The adjustments also 
include the adding back of certain in- 
come deductions which Common- 
wealth asserts were of a noncontinuing 
nature. 

Hartt reviewed the earnings of the 
subsidiary companies, and applied cer- 
tain additional adjustments to the 
earnings of these companies, as dis- 
cussed hereafter. 

Table II below shows for the years 
1937-1943 the consolidated net in- 
come as reported per books, together 
with Commonwealth’s adjustments to 
reflect the system as constituted at the 
end of 1943 and to add back the non- 
continuing deductions. The table also 
shows the additional adjustments made 
by Hartt for the years 1937-1942. In 
the final column is shown consolidated 
net income giving effect to all of these 
adjustments. It will be seen that such 
income is substantially higher in each 
of these years than consolidated net 
income as reported per books. 





Transportation Securities Corporation, 
all of whose common stock was held by 
Commonwealth, owned a number of bus and 
traction companies. These companies were 
disposed of, and Transportation was liquidat- 
ed, in 1943. Re The Commonwealth & 
Southern Corp. Holding Company Act Re- 
leases Nos. 4240, March 13, 1943, 4433, July 
15, 1943, and 4756, Dec. 15, 1943. Although 
Transportation reported large net losses in 
operations from 1930 through 1938, it re- 
ported the folluwing net income for the four 
succeeding years: 


As of March 31, 1943, Transportation had 
indebtedness of $30,535,947 (including con- 
tingent claim) represented by 6 per cent in- 
come notes payable to Commonwealth in the 
principal amount of $12,564,221 and to Ohio 
Edison Company in the principal amount of 
$17,977,726. The proceeds of the sale by 
Transportation of its assets were applied in 
partial payment of this note indebtedness in 
the ratio of the amounts of the indebtedness 
to Commonwealth and Ohio Edison, respec- 
tively. 
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TABLE II 
Adjustments of Consolidated Net Income to Reflect System as Constituted at Dec. 31, 1943 
Adjusted Consolidated Net Income 


As Adjusted by Commonwealth 4 


For Sales 
of Proper- 
ty, Re- 
financings 
& Retire- 
ment of 
Senior 
Securities? 
$1,996,874 
2,075,596 


Consoli- 
dated Net 
Income as 
Reported 
Per Boo’.s 

$15,124,836 


541,663 4,270,608 
344,041 20,315,051 
4,245,378 
3,800,578 


2,922,500 4, 
409,192 
(626,232) 


ToRestore 
“Non-con- 
tinuing” dated 
Income 
Deductions 
$4,057,341 
4,260,924 18,201,266 


As Adjusted by Hartt 


Additional 
Adjust- 
ments 
Made by 
Hartt 


$(2,819,100) 
832,900) 
rg 


16,795,778 3,757,882 
14186514 2,646.2 


Adjusted 


: Adjusted 
Consoli- 3 


Net 
Income 


$21,179,051 
21,225,907 





Averag 


1937-42, .+» $12,767,521 $1,719,929 


$4,163,145 


$18,850,595 $117,849 





$12,530,645 $444,060 


$2,587,7534 


$15,562,458  $2,534,0005 $18,096,458 


1 Adjustments for years 1937 to 1942, inclusive, are based on statements furnished by appli- 


cant in Exhibit P-22. 


2 Excludes adjustments for the retirement at the end of 1943 of Commonwealth’s bank loan 
and of Ohio Edison’s 6.8%, 7% and 7.20% preferred stocks which would have the effect of 
increasing net income by the amount of the interest charge ($218,420) and preferred dividend 


payment ($583,193) less Federal taxes. 


Amount of Net Adjustment, after Federal taxes at 1943 rate, for the retirement of Com- 
monwealth’s bank loan and Ohio Edison Co.’s preferred stock mentioned in footnote 2. 

* Adjustment for 1943 reflects noncontinuing deductions comparable to those in prior years. 

5 Consists of a reduction in depreciation charges to an amount representing straight-line 


requirements comparable to the determinations made by Hartt in prior years. 


Hartt’s method 


for determining depreciation is discussed at a later point. 


The income deductions which Com- 
monwealth represents as noncontinu- 
ing consist for the most part of 
charges to amortize discount, premi- 
um, and expense on preferred stocks 
and refunded bonds of subsidiary com- 
panies, the call premium on Common- 
wealth’s debentures retired in 1941, 
appliance connection costs of operating 


companies and railway property losses 
of one of the companies, and interest 
charges on Commonwealth’s bank 
notes paid off by the end of 1943" 
The record indicates that the major 
portion of these deductions either has 
already ceased, or will cease by the 
end of 1944 or upon consummation 
of the Amended Plan. 





20 The deduction for interest on notes of 
Commonwealth payable to banks is netted 
for income taxes. The restoration of the 
other items requires no adjustment for income 
taxes; they were not deducted in determining 
taxable income during the years under con- 
sideration as the credit had been taken for 
tax purposes in the year in which the trans- 
actions originally occurred. 

81 As part of the Amended Plan, Consum- 
ers Power Company will write off against 
earned surplus its unamortized balance of debt 
discount, premium and expense applicable to 
refunded bonds. This item aggregates ap- 
proximately $5,311,950, and its elimination 


59 PUR(NS) 


would relieve income of the annual amortiza- 
tion charge of about $463,000 now being 
made. 

After Ohio Edison’s two recent refinanc- 
ings, its unamortized balance of debt discount, 
call premium and expense, pro forma, as of 
December 31, 1944, was $4,247,087. The Fed- 
eral Power Commission granted permission to 
dispose of $1,576,102, the estimated amount 
of reduction in Federal excess profits taxes 
resulting from the latest refinancing, by a 
charge to Account 541, Amortization of Debt 
Discount and Expense (income deduction ac- 
count). The balance in the debt discount, 
call premium and expense account ($2,680.- 
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The adjustments made by Hartt depreciation requirements is discussed 
consist in substantial measure of in- later. 
creased annual charges for deprecia- In addition, Hartt adjusted for cer- 
tion in the years 1937-1940, and re- tain conditions he considered ab- 
duced provisions for depreciation in normal, adversely affecting the earn- 
1941-1942. He also added a consid- ings of the southern companies ; these 
erable amount for additional earnings consisted of low water in 1940 and 
he considered would have been secured 1941 which resulted in additional costs 
in the years 1940 through 1942 had for steam generated energy, and cur- 
the change-over from manufactured tailments of normal, commercial and 
to natural gas in certain districts of industrial loads in 1941 due to the ne- 
Consumers Power Company, com- cessity of giving priority to the 
pleted in 1943, been in effect through- energy demands of certain war in- 
out this period. For example, he in- dustries with resultant decrease in 
creased 1942 gross revenues of Con- revenues. 
sumers by about $2,615,000, and The following shows the amounts of 
gross income by about $474,000. The the total adjustments accounted for 
basis upon which Hartt determined by each of the above factors. 


Adjustment for Adjustment for 
Consumers Low Water and 
Adjustment for Change to Power Total 
Depreciation Natural Gas Curtailment* Adjustment 


(2,819,100) (2,819,000) 
(2,832;900 


(1,667,201) 
563,769 1,619,468 1,622,137 
197,779 2,343,303 3,757,882 
474,156 (26,081) 2,646,275 
2,534,000 


* This column includes minor adjustments for loss due to sale of property of Alabama Power 
to the TVA and adjustments by Alabama Power for underbilling in 1940 and overbilling in 
1941 and 1942 on electric sales to a nonassociated utility company. 


We doubt the advisability of making [7] In examining Commonwealth’s 
an adjustment for low water condi- earnings reported in the past, it is nec- 
tions, particularly where such figures essary to consider the amounts charged 
are used in an average for a period of to operating expenses for depreciation 
time (e. g. 1937-1942), since there or retirements. During the earlier 
is a substantial possibility that such years of its corporate existence the 
conditions will be present during part system was able to report larger in- 
of any given period. We also think come from operations than would be 
that there is little justification for the possible under practices prevailing in 
adjustment for power curtailment, more recent years. Prior to 1937 the 
since the revenues of 1941 had al- subsidiary companies followed the re- 
ready been stimulated materially by de- tirement reserve method of providing 
fense preparations. for property retired from service. 
985) is to be amortized by charges to income y Act Release No. 5289, Sept. 14, 1944; 


within a period of eight years from October olding ow Act Release No. 5697, 
1, 1944. Re Ohio Edison Co. Holding Com- March 31, 1945. 
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Since that time they have employed 
depreciation accounting. Jn Table III 
below are set forth, as reported for the 
years 1930 through 1943, the system’s 
aggregate charges for depreciation or 


retirements, together with the percent. 
age ratios of such provisions to com- 
bined property accounts and to consol- 
idated gross revenues: 


TABLE III 


Provision for 
Depreciation 
or Retirements 


$9,548,370 


10,378,805 
11,848,199 
15,774,989 
16,265,691 
16,508,010 
17,908,916 
19,991,1108 
21,854,2354 
21,546,0204 


Per Cent of Combined Per Cent of 
Property Accounts Consolidated 
(Incl. Intangibles) Gross Revenues 


TASSSLAS LS} 


NNNE See oS 
Sax 
w 


dS 
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* Excludes amortization charges for acquisition adjustments and miscellaneous intangibles 
for 1940 ($300,000) ; 1941 ($406,659) ; 1942 ($1,132,476), and 1943 (1,214,976). 


As indicated in the table, provisions 
for depreciation beginning in 1937 
have been substantially greater both 
in relation to property and to annual 
revenues than were provisions for re- 
tirements in earlier years. In general, 
the operating companies indicate that 
provisions for depreciation have been 
determined by the judgment of the 
managements and not by the applica- 
tion to the various classes of deprecia- 
ble property of specific rates based 
on expected service lives. As pre- 
viously indicated, Hartt computed for 
each of the operating companies for 
the years 1937-1942 the depreciation 
provisions which he considered would 
have been required on a straight-line 


basis determined by the application of 
rates based upon his estimate of the 
useful lives of the various classes of 
depreciable property. The combined 
provisions of the ten operating com- 
panies per books were less by approxi- 
mately $2,800,000 in each of the years 
1937-1938 than Hartt’s estimates on 
a straight-line basis ; the difference de- 
creased in each of the years 1939 and 
1940, and in 1941 and 1942 the ac- 
crual per books exceeded his estimated 
requirements on a straight-line basis 
by about $1,200,000 and $2,200,000, 
respectively. Over the 6-year period, 
the book accrual was about $4,500,000 
less in the aggregate than Hartt’s com- 
putation on a straight-line basis. Al- 





22 Hart determined that the aggregate pro- 
vision of the ten operating subsidiaries for de- 
preciation for 1942 on a straight-line basis 
should be about $18,800,000. This is equiv- 
alent to approximately 2.56 per cent of the 
depreciable property in service (about $734,- 
000,000), as classified by the companies, and 
would represent a composite average life of 
approximately forty years for the depreciable 
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property. In reaching his calculations as to 
a straight-line accrual for the other years in 
the period of the computation, Hartt applied 
to the gross plant and property as reported 
in these years, the ratio existing between the 
amount of accruals he computed for the year 
1942 and the gross plant and property re- 
ported for that year. 
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though no specific estimate was made 
by Hartt for 1943, the record indicates 
that the book accruals for that year 
exceeded straight-line requirements 
computed in conformity with Hartt’s 
method by about $2,534,000. 

In the years 1941-1943 the accruals 
per books have approximated the 
amounts claimed for Federal income 
tax purposes. In prior years, how- 
ever, there was a wide discrepancy 
between book accruals and amounts 
claimed for Federal income tax pur- 
poses. Over the 14-year period from 
1930 (the first full year of Common- 
wealth’s existence) through 1943, 
book accruals have aggregated about 
$89,000,000 less than the amounts 
claimed or allowed for Federal income 
tax purposes. 

The practice followed in the past in 
accruing for retirements and deprecia- 
tion is reflected in the amount of the 


depreciation reserves. In the earlier 


years the reserves aggregated about 
4 per cent of combined property. In 
later years the reserves have increased 
very materially, particularly in the last 
three years.* It should be pointed 
out, however, that more than $16,000,- 
000 of the present reserve was added 
in recent years in connection with re- 
capitalizations and other capital ad- 
justments of four subsidiaries rather 
than through regular charges to in- 
come.” As of December 31, 1943, 
the reserves for depreciation amount- 
ed to 13.5-per cent of combined prop- 
erty. This ratio, although much 
greater than in earlier years, even yet 
is below the average for the industry.” 

We think it is clear from the fore- 
going discussion that provisions for 
retirements and depreciation for much 
of the past period were inadequate in 
terms of present-day standards of de- 
preciation accounting. However, the 
accruals for the last three years ap- 





Combined Property Reserves for Per Cent of 


Accounts 
(Including 
Intangibles ) 
$1,032,252,067 
1,050,963,791 
1,044,303,751 
1,040,035,731 
1,040,085,043 
1,032,551,542 
1,044,567,022 
1,067,481,102 
1,091,827,518 
1,001,396,001 
1,010 "308" 487 
'938, 740,112 
949,768,8348 
946,801,589 


® Excludes $667,223 in 1942 and $1,517,640 in 
tion adjustments and miscellaneous intangibles. 


%See Re Georgia Power Co. (1941) 8 
SEC 656 (added $13,129,484 to depreciation 
reserve); Re Gulf Power Co. (1941) 10 
SEC 151 (added $652,673 to depreciation re- 
serve); Re acs Power Co. (1941) 10 
SEC 173, 44 PUR(NS) 465 (added $349,733 
to depreciation reserve); and Re Alabama 
Power Co. (1942) 10 SEC 885 (added $1,- 
887,565 to depreciation reserve). 


Depreciation Reserves to 
or Combined 

Retirements Property Account 
$44,743,736 

42,994,574 

43,831,066 

46,781,828 

48,186,738 

50,226,489 

55,362,602 

61,724,281 

69,251,294 

72,113,616 

79,282,350 

97,830,100 
113,298,360 
127,775,655 


1943 for reserves for amortization of acquisi- 


25 See “Financial Statistics for Electric & 
Gas Subsidiaries of Registered Public Utility 
Holding Companies for the year 1942,” a re- 
port issued by the Public Utilities Division of 
the Commission. Depreciation reserves of 
202 electric and gas utility companies are 
there shown to have been equivalent to 17.53 
per cent of gross plant and property. 
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proximate the requirements of the 
straight-line method of computing de- 
preciation. While these accruals ex- 
ceed Hartt’s estimates of straight-line 
requirements, we doubt the appro- 
priateness of the adjustments made by 
Hartt to the adjusted net income of 
the system for the years 1941 and 
1942, earlier discussed, in which he 
increased income by the amounts 
book accruals exceeded his estimates 
of straight-line requirements. The 
companies’ accruals for the years 
1941, 1942, and 1943 were approxi- 
mately the same on an over-all basis 
as the amounts claimed for Federal 
income tax purposes. A downward 
adjustment could be justified only up- 
on a showing that the estimated lives 
of the properties are longer than those 
used by the Treasury for income-tax 
purposes, and that has not been done. 


Thus for the purpose of judging the 
fairness of the plan, we shall accept the 
current depreciation accruals of the 
companies as adequate and not exces- 
sive. 


2. Estimates of Future Earning; 
Presented in the Hearings 


[8] In reference to future earnings, 
Commonwealth submitted detailed 
estimates prepared by each of the ten 
operating companies of revenues, ex- 
penses, and net earnings for the first 
full year of operations after postwar 
readjustments have been made™ 
These estimates did not include a fore. 
cast of Federal taxes but showed 
gross and net income before Federal 
taxes. 

Hartt also introduced estimates of 
future income. After making certain 
adjustments to the companies’ esti- 
mates, Hartt applied to them various 
assumed Federal tax rates. On the 
basis of the resulting figures and 
other considerations, he estimated 
reasonably expected future income 
for each company after Federal 
taxes. p 

Table IV below shows the estimates 
by the companies and by Hartt for the 
ten companies on a combined basis: 


TABLE IV 
First Year after Postwar Readjustments 


Ten Operating Companies Combined 


Gross Revenues 

Gross Income: 
Before Income Taxes * 
After Income Taxes * 


Hartt’s Hartt’s 
Adaptation Estimate of 
Companies’ of “Reasonably 
Estimates Companies’ Expected” 
Estimates Income 


$198,171,950 * ' 


87,304,935 ¢ b 
59,127,985 © 4 $54,225,000 


Net Income Applicable to Common Stocks of 


Operating Companies : 
Before Income Taxes * 
After Income Taxes * 


* Includes Federal and state income taxes. 


59,637,805 © » 
31,460,885 ¢4 26,557,868 


Excess profits tax assumed to be discontinued. 


*Combined gross revenues without deduction of intercompany items. 


> Not stated. 


* Reflects Hartt’s downward adjustment of depreciation charges by $2,430,900. 
. ¢ Assuming Federal income tax rates at 40 per cent, Hartt also presented similar computa- 
tions assuming Federal tax rates at 30 per cent and at 50 per cent, resulting in estimated net 
income applicable to the common stocks of $38,189,118 and $24,707,820, respectively. 
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Since the above estimates of gross 
and net income are simply the com- 
bined figures for the ten companies, 
they do not make any allowance for 
expenses or taxes of the parent com- 
pany, and to that extent are not com- 
parable to figures for Common- 
wealth’s consolidated income. In 
order to translate them into consol- 
idated net income there should be 
deducted from Hartt’s estimate for 
the first year after postwar readjust- 
ments and his estimate of reasonably 
expected income, respectively, about 
$2,027,000 and $1,850,000 for Com- 


monwealth’s expenses and _ taxes,” 


reducing such estimates to about $29,- 
435,000 and $24,708,000, respective- 
ly, in terms of Commonwealth’s con- 
solidated net income. 

Irrespective of the accuracy of the 
estimates for the level expected to be 


reached in the first full year after post- 
war readjustments, they are not a 
projection of average future earnings 
to be used in testing the fairness of the 
Amended Plan. They are to be used 
only in so far as they are helpful in 
determining reasonably anticipated 
earnings over the long-term future. 
Actually, as developed below, the 
level of operations assumed for that 
year would seem to establish it as 
more in the nature of a boom than a 
normal year. 

In comparison with past experience, 
the estimates by the companies and by 


Hartt appear very optimistic. For 
example, the companies’ estimate of 
$84,874,000 for combined gross in- 
come before Federal income and ex- 
cess profits taxes, while close to the 
$84,413,000 realized in 1943 (which 
was by far the highest amount in the 
history of the system) compares with 
$77,849,000 in 1942, $66,513,000 in 
1941, and a range between $51,075,- 
000 and $59,854,000 during the years 
1937 to 1940, inclusive. Similarly, 
Hartt’s estimates, in terms of con- 
solidated net income, exceed reported 
consolidated net income for every year 
of Commonwealth’s history except 
1930, and in many cases are more 
than double the reported figures. The 
estimates substantially exceed net in- 
come as adjusted by the com- 
panies and by Hartt for the years 
1937 to 1943, inclusive, previously 
shown. 

The high level of these estimates 
in comparison with all past earnings 
experience of itself indicates the need 
for a large measure of caution in con- 
sidering them. A major criticism of 
these estimates is that they appear to 
give inadequate weight to the extent 
to which revenue gains since 1940 are 
attributable to influences which can- 
not be counted upon to continue after 
the war. The extent of these gains in 
comparison with growth in the pre- 
vious years of Commonwealth’s his- 





26 These ten companies are the source of 
practically all of the earnings of the system 
as now constituted. 

87 These amounts include expenses and gen- 
eral taxes approximately equal to the 1943 
figure of $654,504 for such expenses and tax- 
es, and Federal taxes amounting to 6 per cent 
(ie., 40 per cent of 15 per cent) of dividends 
received from operating companies, assuming 
75 per cent of earnings applicable to common 
stocks paid in dividends. In 1943 the hold- 


ing company made no provision for income 
and excess profits taxes, but “provision in 
lieu of taxes” amounted to $528,000. 

28 Justin R. Whiting, president of Common- 
wealth, testified that he considered the figure 
of $20,000,000 to be representative of Com- 
monwealth’s prospective consolidated net in- 
come for purposes of passing upon the fair- 
ness of the allocation between the preferred 
and common stockholders under a recapital- 
ization plan. 
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tory is indicated in the following tab- 
ulation.” 


Operating 
Revenues ® 
$121,565,311 
112,919,611 
100,457,465 
96,098,071 
100,704,373 
107,214,436 
118,654,115 
131,653,652 
127,147,287 
140,034,829 
150,305,985 
170,482,488 
183,308,604 
204,815,541 


Year 


* Before intercompany eliminations. 


For the 1l-year period from 1930 
through 1940 operating revenues in- 
creased an average of about $3,300,000 
per year and from 1933, the low point 
in the history of the enterprise, through 
1940, at about $7,700,000 per year. 
These increases may be compared with 
the average increase of about $18,- 
000,000 per year since 1940. The 
great stimulus in operations resulting 
from the war is clearly indicated in 
these figures. 


As noted, the companies assumed a 
figure of $198,171,950 for gross rey. 
enues in their estimates for the first 
year after postwar readjustments. In 
comparison with the war-inflated 
revenues of 1941 through 1943, the 
$198,171,950 estimate is about 3 per 
cent below 1943, 8 per cent above 
1942, and 16 per cent above 1941. It 
is far in excess of all prewar years. It 
is unlikely that revenues during a post- 
war period of years can be consistently 
maintained near the 1943 level. 

This conclusion is further support- 
ed by an examination of the nature 
and extent of the revenue gains dur- 
ing the war and immediate prewar 
years. The following tabulation 
shows, for the years 1937-1943, 
inclusive, the combined revenues for 
the ten companies from sales of elec- 
tric energy to all customers and to 
each of the three major classifications 
of customers, compared with the com- 
panies’ estimates for the first year 
after postwar readjustments: 


Electric Revenues 
(000 omitted) 


Industrial 
% Incr. 


Amount (Decr.) 


$33,459 
36,524 
39,381 
42,591 
46,451 
49,709 
52,955 
57,444 

Percentage of Increase: 

1940 over 1937 

1943 over 1940 


Substantial gains in revenues have 
taken place during the war in nearly 
all classes of electric revenues, with 


Residential 


; n 
Amount (Decr.) Amount (Decr.) Amount (Decr.) 


Total 
Electric Revenues 
Incr. 


Commercial 


% Incr. % Incr 


$28,377 
28,690 
30,481 
31,922 
34,330 
35,389 
35,759 
37,672 


$112,641 
110,351 
119,937 
128,277 
145,796 
155,010 
171,886 
166,953 
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striking increases occurring in reve- 
nues from the sale of industrial power. 
These increases are primarily due, of 





29The tabulation includes only companies 
owned by Commonwealth as of December 31, 
1943, and thus excludes Transportation Se- 
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curities Corporation and the various other in- 
vestments and properties disposed of by Com- 
monwealth prior to that date. 
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course, to production of war material 
in existing plants and new plants in 
the areas served. The companies’ esti- 
mates anticipate industrial revenues 
for the first year after postwar read- 
justments of 15.6 per cent under 1943 
but of 2.5 per cent above 1942, which 
was also a war-boom year. They also 
anticipate residential revenues will 
continue upward from 1943 at about 
the prewar rate of increases, and that 
commercial revenues will be substan- 
tially increased over the war years. 
The estimates of total electric revenues 
are only 2.9 per cent under 1943. It 
is true that a certain amount of the 
expansion during the war may be re- 
tained and that development of certain 
business which has been retarded dur- 
ing the war may replace some of the 
earnings which would otherwise be 
lost after the war—many of the pro- 
motional load-building activities of 
the system, such as the merchandising 
of appliances, have been curtailed dur- 
ing the war. But we think it would 
be hazardous to use the companies’ 
estimates as a basis for judging the 
fairness of the reorganization plan. 
While these estimates may actually be 
reached in the first year after postwar 
readjustments, which may also be a 
hoom-year, we think these estimates 
are overoptimistic for the purpose of 
determining average earnings over 
the reasonably foreseeable long range 
future. 


Transportation is another branch 
of the system’s business which has 
shown tremendous gains of a tem- 


porary nature during the war. A\l- 
though, as previously pointed out, the 
system in 1943 disposed of practically 
all its investments in transportation 
companies held through its former 
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subsidiary, Transportation Securities 
Corporation, several subsidiaries, 
namely, Georgia Power, South Car- 
olina Power and Southern Indiana 
Gas and Electric still carry on an ex- 
tensive transportation business; and 
Alabama Power also has some trans- 
portation operations. There are 
shown below the combined gross reve- 
nues of these four companies from 
transportation operations for the years 
1937 to 1943, inclusive, and the com- 
panies’ combined estimates for the 
first year after postwar readjust- 


Gross 
Revenues 


% 


Increase 


10,078,442 
13,493,215 
9,239,900 

Between 1940 and 1943 the gain 
shown by gross revenues from trans- 
portation revenues amounted to about 
130 per cent. The companies esti- 
mate transportation revenues substan- 
tially above 1941 (37.54 per cent) and 
only 8.32 per cent under 1942, a year 
of limited use of private automobiles 
because of wartime restrictions. We 
think it is very doubtful whether 
this much of the wartime revenue 
gains will be retained after the 
war. 

While the gains in gas revenues 
have not been as marked as the elec- 
tric and transportation, they have been 
substantial. The following shows, 
for the years 1937-1943, inclusive, the 
combined revenues of the ten com- 
panies from sales of gas compared 
with the companies’ postwar esti- 
mates : 
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Gross 
Revenues 


$12,095,438 


Increase 


(0.76) 
5.83 


The companies thus anticipate a 
rise in gas revenues substantially 
above 1943. In 1942 and 1943, Con- 
sumers substituted natural gas for 
manufactured gas in the territory 
serving 62 per cent of the company’s 
total gas customers; however, plans 
for developing a space-heating load in 
this territory had to be deferred be- 
cause of wartime restrictions. Like- 
wise, the difficulty of obtaining gas- 
consuming appliances has tended to 
defer the increase in the domestic load 
which the company expects to realize 
as a result of the change-over from 
manufactured gas. In adjusting past 
earnings, Hartt increased 1942 gross 
revenues of Consumers by about $2,- 
615,000 and gross income by about 
$474,000 to reflect his judgment as 
to the prospective effect of the change- 
over. In all probability the change- 
over will permit expansion of gas 
revenues over the prewar levels, and 
it should be given consideration in 
estimating future earnings. On the 
other hand, increased gas revenues 
(industrial and otherwise) occasioned 
by the war boom may have to a large 
extent offset the loss of revenues 
caused by wartime restrictions. 

In Appendix B annexed to this 
opinion [omitted here] we have set 
forth additional data, including the 
revenues and sources of revenues of 
each utility subsidiary for a number 
of years. There are also set forth in 
Appendix B certain assumptions re- 
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lating to prospective revenues and 
other factors bearing on earning pow. 
er. These assumptions and the re. 
sults flowing therefrom, which we 
regard as liberal, do not purport to be 
precise estimates or predictions as to 
the various factors involved in com- 
puting future earnings of the indj- 
vidual companies. Appendix B js 
included for the additional data it con- 
tains and as a means of testing, with 
a somewhat different approach, the 
staff’s estimates which were principal- 
ly based on consolidated figures. The 
assumptions and results based thereon, 
appearing in Appendix B, must there- 
fore be read with caution and in con- 
junction with our over-all conclusions 
as to earning power set out later in 
this opinion. 

The next consideration in deter- 
mining prospective income is operat- 
ing expenses. The operating expenses 
and their relation to gross revenues 
for the years 1937 to 1943, inclusive, 
for the system on a consolidated basis, 
including only companies owned by 
Commonwealth as of December 31, 
1943, are set forth below: 

Operating Expenses 
other than De- 
preciation, Amortiza- 
tion and 


Federal Taxes 
(000 omitted) 


Ratio to 
Gross 
Revenues 


47.83% 
48.46 


Average 


The record indicates that during 
the war the wage scales of the operat- 
ing companies have been increased, 
that there have been increases in costs 
for overtime labor, and that there 
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lave been sharp increases in the cost 
o material and fuel. Additional ex- 
se will also be incurred by reason 
of the pension plan for the system, 
adopted by the stockholders at the 
ynual meeting held in June 1944. 
On the other hand, certain factors 
sre cited which have tended, and 
which in the future should tend, to 
reduce operating costs. As an ex- 
ample, it may be noted that 599,000 
kilowatts, or more than one-third of 
the system’s entire steam-electric gen- 
eating capacity at the end of 1943, 
consisted of modern units installed 
since January 1, 1940. Of this addi- 
tional capacity about 30 per cent was 
installed in 1943. The effect of the 
recent installation is not, of course, 
Provisions for 


Income and Excess 
Profits Taxes 


“Provisions in 
Lieu of Taxes” 


fully reflected in the earnings record 
for-past years. Moreover, the man- 
agement indicates that the full meas- 
ure of the potential benefits will not 
be realized until such time as the high 
load factors prevailing during the war 
period, necessitating extensive utiliza- 
tion of the less efficient generating 
plants, have returned to more normal 
levels.** 

The operating ratio, as noted, does 
not include provisions for deprecia- 
tion and for income and excess profits 
taxes. The system’s provisions for 
Federal and state income taxes and 
Federal excess profits taxes, as well as 
“provisions in lieu of taxes,” have 
been as follows during the past seven 
years: 

Total as 


% of Cons. 


Total Gross Revenue 


$4,219,557 
4,452,865 
6,383,985 


10,110,174 
18,125,430 
29,401,246 
33,813,775 


$415,270 
2,770,535 
8,703,587 
9,112,896 


10,525,444 
20,895,965 
38,104,833 
42,926,671 


These figures reflect the marked in- 
creases in taxes within the seven- 


year period. It may be noted that 
Federal income tax rates for corpora- 
tions have increased from 16$ per cent 
of taxable net income in 1937 and 
1938 to 18 per cent for 1939, 22.1 per 
cent for 1940, 31 per cent for 1941, 
and 40 per cent for 1942 and 1943. 


This is apart from Federal excess 
profits taxes which were in effect in 
1940 and subsequent years. 
Commonwealth’s witnesses did not 
expect postwar tax rates to be either 
as high as they are now or as low as 
they were in prewar years. It has 
been pointed out that Hartt applied 
alternative over-all Federal tax rates 





8 As an example of the increase in fuel 
costs, the cost per ton of coal to Consum- 
ers Power Company was $4.20 in 1940, $4.96 
in 1942 and $5.22 (estimated) in 1943. 

“tLoad factor may be roughly defined as 
the extent of a consumer’s use of his maxi- 
mum demand for a given period. 

The annual load factors for the ten com- 
panies for 1942 compared with the range of 
load factors for the years 1935 to 1940, in- 
clusive, is as follows: 


Range 1935-40 
Low 


Central Illinois Light oo 

Consumers Power ... 

Ohio Edison 

Pennsylvania Power . 

Southern Indiana Gas 
and Electric 4 

Alabama Power 

Georgia Power 

Gulf Power 

Mississippi Power ... 

South Carolina Power 47.9 
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of 30 per cent, 40 per cent and 50 per 
cent to his estimate for the first year 
after postwar readjustments.* J. 
Roswell Magill, a witness for the com- 
pany, expressed the opinion that Fed- 
eral excess profits taxes would be dis- 
continued fairly soon after the war, 
and that Federal income taxes would 
probably not exceed a 40 per cent rate 
and might be less than 40 per cent. 
We recognize that both the Treas- 
ury and the committees of Congress 
are working toward elimination of 
excess profits taxes after the end of 
the war against Japan, and also toward 
some reduction of normal and surtax 
rates applied to corporate earnings. 
Neither we nor anyone else can pre- 
dict now that this objective will be 
achieved, or, if so, when. However, 


we must make some assumption as to 
postwar tax rates and it seems to us 


that, for present purposes, the most 
reasonable assumption we can make 
(though it may be somewhat too 
optimistic) is that excess profits taxes 
will be eliminated in 1947 or shortly 
thereafter and that normal and surtax 


rates will be around 40 per cent fy 
some time in the years to come. A 
per cent Federal tax rate is among th 
liberal assumptions reflected in Ap 
pendix B. [Appendix B omitted 
herein. ] 

The next factor to be considered jg 
income deductions. The system’s con. 
solidated income account for 1943 
shows income deductions of $30,350. 
889 consisting of $16,458,419 of in. 
terest charges, $11,721,919 of diy. 
idends on preferred stocks of sub- 
sidiaries held by the public, $2,048. 
843 of amortization of debt discount, 
call premium and expense, and net 
miscellaneous deductions of $121,708. 
The interest and preferred dividend 
charges of subsidiaries have been re- 
duced from an aggregate of $37,645. 
733 (including the Tennessee and 
transportation companies) in 1937 to 
the 1943 total of $28,180,338 as a re- 
sult of refinancings and retirements of 
bonds and preferred stocks.™ 


The earnings estimates by the sub- 
sidiary companies for the first year 
after postwar readjustments allow for 





82 Hartt did not, however, adjust past earn- 
ings to reflect amounts by which tax rates in 
the future may be higher than in the years 
1937 through 1940. 

83 The consolidated income statement for 
the year 1944 included in the annual report 
sent to stockholders by Commonwealth shows 
income deductions totaling $28,291,700, of 
which interest and preferred dividend charges 
were $26,878,230. 

Some of the reductions in interest and 
preferred dividend charges are not fully re- 
flected in the earnings statement for 1944. 
For example, in August, 1944, Consumers 
Power retired $8,961,000 principal amount of 
34 per cent first mortgage bonds due 1967, 
resulting in an annual interest reduction of 
$313,635. In September, 1944, Ohio Edison 
reduced its interest and preferred dividend 
requirements by $1,263,000, and since De- 
cember 28, 1944, Ohio Edison, Mississippi 
Power and South Carolina have reduced their 
interest and preferred dividend requirements 
by an aggregate of $733,428. These reduc- 
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tions are to some extent offset by increases 
in annual amortization of debt discount, 
premium and expense. See Re Ohio Edison 
Co. Holding Company Act Releases Nos. 
5289, Sept. 14, 1944, and 5312, Sept. 26, 
1944; Holding Company Act Releases Nos. 
5697, March 31, .1945, and 5717, Apri! 10, 
1945; Re. Mississippi Power Co. Holding 
Company Act Release No. 5528, Dec. 28, 
1944; Re South Carolina Power Co. Holding 
Company Act Releases Nos. 5545, Jan. 1], 
1945, and 5564, Jan. 23, 1945. Further re- 
ductions in interest charges will result from 
the retirement of an aggregate of $7,687,500 
of bank notes by Alabama Power and Georgia 
Power and from aggregate sinking-fund re- 
tirements in the system of $457,000. 

Some of the other subsidiaries still have 
bonds and preferred stocks outstanding which 
might be refinanced to produce additional 
reductions in interest and preferred dividend 
requirements. Our over-all estimate of earn- 
ing power has taken the foregoing factors into 
account. 
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interest and other income deductions 
and preferred dividends an aggregate 
of $27,667,132, which is reasonably 
dose to the present level.* In this 
connection, the management stated 
that it does not anticipate that addi- 
tional capital will have to be raised 
through sale of securities during the 
next several years, in view of the 
heavy construction program in recent 
years and the substantial amounts of 
liquid assets currently in the system. 

The companies’ estimates make little 
or no allowance for the possible im- 
pact upon future earnings of the large 
amounts of acquisition adjustments 
and other intangibles in the property 
accounts of the system. Each of the 


ten operating companies has com- 
pleted an original cost study of its 
properties, as required by the several 
regulatory authorities having juris- 
diction. As presently classified by the 
companies, the plant and property ac- 
counts contained, as of December 31, 
1943, $40,903,198 classified as mis- 
cellaneous intangible plant and $94,- 
003,777 classified as plant acquisition 
adjustments.** These items, after de- 
ducting the credits applicable thereto, 
aggregated $114,757,468 for the sys- 
tem. The acquisition adjustments 
and miscellaneous intangibles are 
divided among the various companies 
as shown on Table V below. 


TABLE V 
(000 omitted) 


Acquisition Miscellaneous 
Intangibles 


Adjustments 

$2,318 
5,603 
3,4604 
7,860 


Consumers Power 

Central Illinois Light 

Southern Ind. Gas and Electric 
Ohio Edison 

Pennsylvania Power 


Alabama Power ....... ceaubee 
Georgia Power 

Gulf Power 

Mississippi Power 

South Carolina Power 


Net 
Credits Total 


$1008 


Total 
$12,329 
5,603 


$10,011 
3,460 

16,360 

810 

31,098 

52,451 

703 

3,048 

9,045 


1,320 
18,315» 
50* 
48a 
367¢ 








Total—10 companies 


* Amortization reserves. 
>Unallocated credit. _ 
¢Plant adjustment credit. 


$40,903 $134,907 $20,150 $114,757 


@Includes $2,164,356 ordered by the Public Service Commission of Indiana on May 10, 1944, 
to be reclassified as Plant Adjustment (Account 107). 





8 The income deductions for such items as 
amortization of debt discount expense and 
premium on preferred stocks and _ bonds, 
amortization of appliance connection costs 
and of losses on railway properties exceeded 
$4,000,000 annually during the years 1937 
through 1941, were $3,800,578 in 1942, and 
$2,587,755 in 1943. These specific items for 
the most part either ceased by the end of 
1944 or will cease in the relatively near 
future. 

85In considering the amounts as classified 
by the companies it should be kept in mind 
that a difference of interpretation often exists 
between the companies and the regulatory au- 
thorities and that the amounts of inflationary 


items ultimately found by the regulatory au- 
thorities upon completion of their review of 
the original cost studies in many instances 
substantially exceed the amounts initially set 
forth by the companies. Likewise, regulatory 
authorities often classify as plant adjustment 
items (Account 107) amounts classified by 
the companies as plant acquisition adjustment 
items (Account 100.5). A recent example of 
this difference in views is set forth in the text 
in connection with the reference to the orig- 
inal cost study by Southern Indiana Gas and 
Electric Company. 

86 The following is a summary of the com- 
bined utility plant accounts of Common- 
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Certain determinations with respect 
to the amount and disposition of the 
inflationary items have been made by 
the regulatory authorities having ju- 
risdiction over the subsidiary utility 
companies. 

Pursuant to an order of the Michi- 
gan Public Service Commission, Con- 
sumers is amortizing its acquisition 
adjustments of $2,318,000 over a 
period not to exceed twenty years by 
charges starting in 1941 equal to 4 
per cent of annual property retire- 
ments. The charge amounted to 
$152,476 in 1943. No disposition of 
Consumers’ miscellaneous intangibles, 
shown as $10,011,000, has been di- 
rected. Consumers is not subject to 
the jurisdiction of the Federal Power 
Commission with respect to its orig- 
inal cost study. 

Gulf Power is amortizing its acqui- 
sition adjustments of $703,000 by an 
annual charge of $48,000 starting as 
of January, 1943, in accordance with 
an order of the Federal Power Com- 
mission. 

The Public Service Commission of 
Indiana on May 10, 1944, ordered 


Southern Indiana Gas and Electric 


capital surplus, $2,164,356 of the $3. 
459,756 which the company had 
classified as Account 100.5. The $1, 
295,401 remaining in Account 1005 
was ordered to be amortized by annual 
charges of $86,400 to operating ex. 
penses (Account 505). 

Six of the other companies (Ala- 
bama Power, Georgia Power, Missis- 
sippi Power, Ohio Edison, Pennsyl- 
vania Power and South Carolina 
Power) which presently classify an 
aggregate of $92,810,000 in Accounts 
100.5 and 303, are subject to the ju- 
risdiction of the Federal Power Com- 
mission. Pursuant to orders issued 
in August, 1944, by the Federal Pow- 
er Commission and its state commis- 
sion, South Carolina Power has writ- 
ten off by a charge to capital surplus 
$6,195,025 considered by the com- 
pany as relating to fionphysical ele- 
ments, and is amortizing over fifteen 
years the remaining balance of $2,850,- 
062 considered by the company as 
relating to physical elements.” 





wealth’s subsidiary companies, exclusive of 
Atlanta Northern Railway Company, Chero- 
kee Land Company, and Savannah River 


Electric Company as of December 31, 1943, 
as classified by the companies in accordance 
with their original cost studies: 


Properties for which original cost determination has been made: 


Utility plant in service, including construction work in progress .. 


Utility plant held for future use 
Property leased to others 


Organization expenses, franchises, etc. .... 
Properties for which original cost determination has not been made 


(includes intangibles, if any) 


Net acquisition adjustments and miscellaneous intangibles 


Combined property accounts 
Less: Reserve for depreciation 
Capital surplus reserves and spec 


Net Utility Plant 


87 See Re South Carolina Power Co. Hold- 
a onneny Act Release No. 5545, Jan. 11, 
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051,544 
17,238,246 
5,540 
3,722,236 


$832,094, 121 
114,707,468 
$946,801,589 


2,739,555 


$127,777,655 


ial reserve for property .... 9,747,294 
Special reserves for amortization of war emergency facilities 3,604,290 


141,129,259 


$805,672,350 


The Power Commission’s order required 
that the amortization be charged to Account 
537, Miscellaneous Amortization (an income 
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The Federal Power Commission 
has not passed upon the studies of the 
other five companies subject to its 
jurisdiction. In accordance with or- 
ders of their respective state commis- 
sons, Ohio Edison in 1942 and Penn- 
silvania Power late in 1943 started 
ymortization programs of $660,000 
and $54,000, respectively, per year, 
against aggregate excess items shown 
3s $17,170,000. Central [Illinois 
Light is awaiting review of its study 
by its state Commission and mean- 
while started on January 1, 1940, to 
amortize its acquisition adjustments 
of $5,603,000 at an annual rate of 
$300,000. Georgia Power started in 
November 1943 to amortize excess 
items shown as $52,451,000, at an 
annual rate of $300,000. Mississippi 
Power has treated $876,140 of its 
$3,048,000 of acquisition adjustments 
as applicable to tangible property, to 
be written off as the property to which 
itrelates is retired. It has adopted no 
program for amortizing the remain- 
der, Alabama Power has not initiated 
any amortization program with re- 
spect to its aggregate excess items of 
$12,783,000 (consisting of gross 
amount of $31,098,000 less a reserve 
of $18,315,000). 

The total provision in 1943 by the 
companies in the system for amortiz- 
ing amounts in excess of original cost 


was $1,214,976. 


What recognition should be given 
to prospective amortization require- 
ments in assuming future earnings 
for the purpose of a_ reorganiza- 
tion is a difficult question. Primarily, 


amortization is reflected in the state- 
ment of net income, and affects cur- 
rent ability to pay dividends. Neither 
Georgia Power nor Alabama Power 
has undertaken any substantial amor- 
tization program with respect to in- 
tangibles amounting in the aggregate 
to approximately $65,000,000. It is 
possible that a large proportion of 
these intangibles may be written off 
against surplus. Some of the com- 
panies are being permitted by their 
respective state Commissions to 
amortize their acquisition adjust- 
ments through operating expense 
accounts, and presumably the amor- 
tization costs will be borne by con- 
sumers. Other companies may have 
to amortize their acquisition adjust- 
ments through income-deduction ac- 
counts. As a practical matter, this 
would have somewhat the same ef- 
fect as a reinvestment of earnings, 
resulting either in the replacing of 
intangible assets with revénue-pro- 
ducing tangible property or in mak- 
ing possible the retirement of debt. 
In either case, there would ultimately 
be an increase in the equity of the ewn- 
ers of the common stock of the operat- 
ing companies. All things considered, 
it would appear that the necessity of 
disposing of acquisition adjustments 
is primarily a judgment factor to be 
considered in weighing given esti- 
mates rather than in making dollar 
offsets. 


3. Our Conclusions on Earning Power 

We have already pointed out the 
reasons why we consider the immedi- 
ate postwar estimates submitted by 





deduction) whereas the state Commission 
stated that the appropriate account for such 
charges is Account 505, Amortization of Elec- 
tric Plant Acquisition Adjustments (a charge 
to operating expense). The company intends 


[7] 


to charge the amortization to Account 537 
for purposes of reports to the Power Com- 
mission and to Account 505 in reports to the 
state Commission and to its stockholders. 
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the managements of the operating 
companies, which result in consolidat- 
ed net income of $29,435,000, and 
those submitted by Hartt, which re- 
sult in consolidated net income of 
$24,708,000, to be too optimistic as 
tests of the fairness of the Amended 
Plan. 

In Appendix B we have set forth 
studies of the earnings of the individ- 
ual utility subsidiaries together with 
what we believe to be liberal assump- 
tions as to factors bearing upon earn- 
ings for the common stock of each 
company. Based on these assump- 
tions the income applicable to the com- 
mon stock of all the companies com- 
bined amounts to approximately 


$18,750,000. We recognize that the 
results shown in Appendix B as to 
some of the companies may be too 
high and others may be too low, in 


view of numerous factors that cannot 
be given significance in dollars, but 
we have thought it worth while to set 
forth these figures since we have con- 
sidered them, among other things, in 
reaching our ultimate conclusion. 


The figure $18,750,000 represents 
combined earnings and does not take 
into account any estimate of the ex- 
pense attributable to the continued 
existence of the holding company 
which, under the plan, would own the 
common stocks of the southern com- 
panies. The staff’s projection of 
average consolidated net income ap- 
plicable to the securities proposed to 
be distributed under the Amended 
Plan was $17,700,000, after giving 
effect to savings estimated at $700,000 
in expenses and taxes by reason of the 


curtailment of the holding company’ 
operations and income. On a com 
parable basis Appendix B would sug 
gest an average consolidated net ip 
come of about $18,000,000. 
Turning to past income records 
and adjusting for structural changes 
and current rates of depreciation a. 
crual, adjusted average consolidated 
net income of the system for the years 
1937 to 1942, inclusive, would ap. 
proximate $17, 400,000.%* It will be 
noted that the figures actually report. 
ed by Commonwealth were substan- 
tially below that figure each year 


after 1931, giving effect to the com. 


panies’ “provisions in lieu of taxes” 
(see Table I, supra). Even eliminat- 
ing such  provisions—i.e., _ treat- 
ing extraordinary tax savings in recent 
years as a recurring factor—the ad- 
justed average of $17,400,000 was 
not equalled in any year during the 
period 1932 to 1941, inclusive. 

We are aware of the inevitable risks 
and uncertainties inherent in making 
an estimate of long-range earnings. 
However, a “prediction as to what 
will occur in the future, an estimate, 
as distinguished from mathematical 
certitude is all that can be made.” 
Consolidated Rock Products Co. v. 
DuBois (1941) 312 US 510, 526, 8 
L ed 982, 61 S Ct 675. 

Taking into consideration the data 
set forth, both from a consolidated 
viewpoint and with respect to the in- 
dividual companies; and also taking 
into consideration certain weighting 
factors, including (a) the leverage 
character of the earnings in question, 
(b) the substantial charges that are 





88 Adjusted averages for this period sub- 
mitted by Commonwealth and by Hartt were 
$18,650,595 and $18,768,443, respectively, as 
shown in Table II above. Our reasons for 
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disapproving certain of the adjustments adopt- 
ed by them are stated in the text following 
Table II. 
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or may become necessary for the 
amortization of adjustments in the 
companies’ property accounts, (c) 
benefits to be derived from possible 
refinancings, and (d) the chance that 
Federal income tax rates may be 
higher than 40 per cent for a consid- 
erable time after the war, we find the 
staff’s estimate of $17,700,000 to be 
a reasonable estimate of prospective 
consolidated net income for the pur- 
pose of testing the fairness of the 
Amended Plan. Accordingly, we ac- 
cept it. 

As a further check upon the estimate 
of future earnings, it may be helpful 
to examine the estimate in relation to 
the amount which the companies may 
be permitted to earn by the regulatory 
authorities. The rates of all but two 
of the subsidiary companies are sub- 
ject to regulation by state Commis- 
sions.*® We cannot, of course, predict 
what methods of rate determination 
will be followed or what rate base or 
rate of return may be allowed in the 
future. However, for purposes of our 
calculations, we have assumed two 
alternative rate bases: one including 
property as per books; the other with 
property at original cost as determined 
by the companies. 

If income available to the distribut- 
able stocks is estimated at $17,700,- 
000 as we have indicated, the gross 
income correspondingly might be es- 
timated somewhere around $46,000,- 
000. Gross income of that amount 
would represent earnings at a rate of 
slightly over 5 per cent on a rate base 


which includes the property per books, 
and of about 6 per cent on an assumed 
rate base which excludes the reported 
excess over original cost. 


C. Fairness of the Allocation between 
the Preferred and Common 

[9] Our task, as we see it, is to de- 
termine whether each class of securi- 
ties under the present capital structure 
is receiving its equitable equivalent 
under the plan. The fundamental ap- 
proach to the problem of allocations in 
reorganization plans was recently set 
forth in the opinion of the United 
States Supreme Court in Group of In- 
stitutional Investors v. Chicago, M. 
St. P. & P. R. Co. (1943) 318 US 
523, 565, 566, 87 L ed 959, 63 S Ct 
727, as follows: 

* A requirement that dollar 
values be placed on what each security 
holder surrenders and on what he re- 
ceives would create an illusion of cer- 
tainty where none exists and would 
place an impracticable burden on the 
whole reorganization process 
It is sufficient that each security hold- 
er in the order of his priority receives 
from that which is available for the 
satisfaction of his claim the equitable 
equivalent of the rights surrendered. 
That requires a comparison of the 
new securities allotted to him with the 
old securities which he exchanges to 
determine whether the new are the 
equitable equivalent of the old. But 
that determination cannot be made by 
the use of any mathematical formula. 
Whether in a given case senior credit- 
ors have been made whole or received 





The two exceptions are Mississippi Pow- 
. and Gulf Power, which represent about 
5 per cent of total consolidated assets. 
These two assumed rate bases are as 
follows : 


Net property per books, plus net 

current assets and investments $860,867,357 
Net property at original cost as 

determined by the companies, 

plus net current assets and in- 


vestments 742,219,115 
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‘full compensatory treatment’ rests in 
the informed judgment of the [Inter- 
state Commerce] Commission and the 
district court on consideration of all 
relevant facts.” 

The problem is to measure the 
present value of the respective rights 
in the enterprise held by the several 
classes of Commonwealth’s stockhold- 
ers not on a liquidation basis but on a 
going-concern basis, giving proper 
emphasis to immediately operative 
rights (such as rights to current div- 
idends) as against inchoate rights 
(such as liquidation preferences).** 
In the case of Commonwealth, which 
has no debt outstanding, the prospect 
of liquidation for any reason other 
than § 11 is extremely remote. 

Under the present structure the pre- 
ferred stockholders of Commonwealth 
are entitled to a preference in annual 
dividends totaling $8,892,000 and in 
dividend arrears, as of December 31, 
1943, of $27.50 per share, aggregat- 
ing $40,746,282, before any dividends 
can be paid on the present common 
stock. On the basis of consolidated 
net earnings of $17,700,000 annually, 
it would take about five years for 
Commonwealth to pay off its pre- 
ferred dividend arrears if it were to 
take up all the net income of subsidi- 
aries and use the whole amount, after 
its own expenses, for the payment of 
current and accumulated dividends on 
its preferred stock. After payment of 
the arrears the preferred stock under 


the present capital structure would, on 
the same hypotheses, receive the fy! 
annual dividend of $8,892,000 and the 
common stock would receive annual 
dividends equal to the balance, or $8. 
808,000 per year. 

Of course, we do not suggest that 
such payments would or could be 
made as a practical matter. First, it 
will be observed that the estimate of 
average prospective earnings has not 
been reached and cannot be expected 
to materialize under present Federal 
tax rates; and, second, Common- 
wealth’s subsidiaries. cannot pay up 
100 per cent of their net earnings as 
dividends on their common stocks. 
They must retain a substantial amount 
of income to amortize property acqui- 
sition adjustments (Account 100.5), 
and it has been their practice during 
the past seven years to pay dividends 
equal on the average to only about 34 
per cent of consolidated net income. 
The companies claim, and we assume, 
that more than this can be paid out in 
the future. If the present scale of ex- 
cess profits taxes continues through 
the end of 1946 and the preferred divi- 
dend payment policy presently in force 
continues until the reduction or repeal 
of the excess profits tax, the amount 
of arrears per share would exceed the 
present amount ($27.50) by approxi- 
mately the amount of the proposed 
cash payment to be made under the 
plan to the preferred stockholders. 
If consolidated net income of $17,- 





41 Cf. Re The United Light & P. Co. (1943) 
Holding Company Act Release No. 4215, 49 
PUR(NS) 8; approved and enforced (1943) 
51 PUR(NS) 235, 51 F Supp 217; aff'd 
Securities and Exchange Commission v. Unit- 
ed Light & P. Co. (1944) 53 PUR(NS) 129, 
142 F(2d) 411, aff'd (1945) 323 US 624, 89 
L ed —, 57 PUR(NS) 65, 65 S Ct 483; Re 
Puget Sound Power & Light Co. Holding 


Company Act Release No. 4255, April 27, 
1943; Re Southern Colorado Power Co 
(1943) Holding Company Act Release No. 
4501, 52 PUR(NS) 366; Re Virginia Pub. 
Service Co. Holding Company Act Release 
No. 4618, Oct. 16, 1943; Re Northern States 
Power Co. Holding Company Act Release 
No. 5745, April 26, 1945. 
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00,000 were to materialize beginning 
|, 1947, and about 75 per cent of it 
vere thereafter paid out in preferred 
vidends, it would take about eleven 
ears to discharge arrears of $27.50 


Under the plan, the preferred stock- 
olders are allotted 85 per cent of the 
ommon stocks to be distributed, and 

present common stockholders are 
slotted the remaining 15 per cent. 
B15,045,000 (or 85 per cent) of 
prospective annual earnings would be 
ttributable to the present preferred 
bs a class. Each share of preferred 
ould receive a “packet” of securities 
aving an equity in prospective earn- 
ngs averaging $10.15 per year in per- 
etuity with direct ownership of the 
stock of four operating companies and 
h large increase in voting power. In 
addition each share of preferred 
ould receive an immediate cash pay- 
ent of $3.50 which, however, may 
be reduced to $2.75 depending upon 
the cash available when the Amended 
Plan becomes effective. In exchange 
for the above, each share of preferred 
stock would be surrendering (a) a 
claim on earnings ahead of the com- 
mon stock for $6 annually in cumula- 
tive dividends, (b) a claim ahead of 
the common stock for accumulated 
dividend arrearages (equal to $27.50 
at the end of 1943), in the absence of 
liquidation, (c) a preference as to 
assets, in the event of liquidation, of 
$100 plus any unpaid dividends, and 
(d) the possibility of receiving, upon 
call, $110 plus unpaid dividends.“ 
The common stock would get 15 
per cent of the securities distributed 
under the plan, which in the aggre- 


gate would have an immediate claim 
on estimated earnings of $2,655,000. 
Each share of the present common 
would receive a packet of securities 
with a claim on estimated annual net 
income of 7.9 cents per share which 
would rank immediately after the 
claims of the senior securities of the 
respective operating companies. For 
this the holders of the common stock 
are giving up a junior holding-com- 
pany common stock which has re- 
ceived no dividends for many years 
and can get no dividends until full 
provision has been made for both the 
current and accumulated dividends on 
the preferred stock. On the basis of 
consolidated net income of $17,700,- 
000, we have estimated that it is not 
reasonable to assume the present com- 
mon stock of Commonwealth would 
begin to receive dividends until a lapse 
of eleven years. If events required 
smaller dividend payments,-than 75 
per cent of the estimated ‘net.income, 
the period would be extended. There- 
after the annual earnings applicable to 
the present common stock as a class 
would amount to about 26 cents a 
share. 

The committee for holders of the 
preferred stock, The United Corpora- 
tion, The United Gas Improvement 
Company, and the other persons and 
corporations listed in Appendix A 
have agreed upon the proposed allo- 
cation. Those of the common stock- 
holders who oppose the plan charge 
that this allocation is too generous 
to the preferred and that it is unfair to 
the common. We do not agree. The 
allocation gives, we think, the fair 
equivalent of the rights being surren- 





“As we have noted, the amg of 


liquidating Commonwealth apart from at 11 is 
extremely remote. The prospect of a call of 
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the preferred stock appears to be out of the 
question, as a practical matter. 
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dered. If we assume that the common 
stock cannot begin to realize its 26 
cents per share for eleven years and 
capitalize the present worth of 26 
cents per annum beginning eleven 
years from today at 10 per cent, the 
result is a present value of about 91 
cents per share for this stock. Under 
the plan the present common is as- 
sumed to receive an immediate claim 
on earnings of about 8 cents per share. 
To reach an equivalent capital value 
of 91 cents for an immediate 8 cents 
return requires multiplying 8 cents 
about 114 times. 

The absolute multipliers used above 
in computing the present value of the 
delayed 26 cents and the immediate 8 
cents are not the most significant fac- 
tors. Different multipliers might 


have been selected. What is far more 
significant is that only a slightly high- 


er multiplier is necessary to make the 
present worth of the immediate 8 
cents of earnings equivalent to that of 
the delayed 26 cents. The improve- 
ment in the quality of the 8 cents of 
earnings under the plan, we think, 
more than warrants the slight in- 
crease in the multiplier. The major 
part of the 8 cents would be represent- 
ed by earnings on direct investment 
in operating companies and the re- 
mainder by common stock in a hold- 
ing company with no preferred stock 
or other senior securities outstand- 
ing. 

[10] We emphasize that we do not 
purport to reach precise dollar equiva- 
lents in determining the fairness of 
allocation. If the allocation falls 
within a permissible range of fairness 
and equity, we must approve it. The 
proposed allocation is well within that 
range and we find it fair and equi- 
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table to the preferred and co 
stocks of Commonwealth. 


D. Other Considerations of Fairne 

[11] W. H. Brantley and A, 
Snyder have made the contention 
the Amended Plan, irrespective of 
fairness of the allocation between 
preferred stockholders as a whole anf 
the common stockholders as a who 
is unfair to many individual holder 
of the common stock because of th 
distribution of fractional shares in the 
northern companies. They point tg 
the fact that there are about 158,00 
common stockholders, 4,000 of wham 
own 1,000 shares or more each, an 
other 4,000 of whom own less the 
1,000 shares but more than 100, and 
the remainder of whom own 100 shareg 
or less. Under the plan a holder o 
100 shares would receive 4/5 share of 
the common stock of Consumers and 
of Ohio Edison, 16/100 share of the 
common stock of Central Illinois and 
of Southern Indiana, and 4 shares o 
the new common stock of Common- 
wealth. They call our attention toa 
statement made in the hearings by 
counsel for Commonwealth to the ef- 
fect that in many cases the small stock- 
holders would be well advised to take 
the cash which represents their frac- 
tions of shares instead of the scrip 
certificates. 

The distribution of the northern 
companies is proposed as a step in 
compliance with § 11(b)(1). As we 
have pointed out Commonwealth may 
not, under § 11(b)(1), continue to 
hold both the northern and the south- 
ern groups of companies. Thus, if 
Commonwealth is to retain its inter- 
est in the southern companies, there is 
no plan of compliance with § 11(b) 
(1) which would enable the stock 
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holders of Commonwealth to main- 
in a continuing investment in the 
northern companies except a plan pur- 
sant to which the common stocks in 
the northern companies would be dis- 
tributed directly to the Common- 
wealth stockholders; and, of course, 
that distribution must be made in pro- 
portion to the stockholders’ interest 
in the company. 

In order for us to find that the fea- 
ture complained of makes the plan un- 
fair, there would have to be readily 
available a feasible way of avoiding 
the difficulty. An alternative would 
be a distribution based on allocating 
al of the northern companies to the 
preferred plus whatever percentage of 
the stock of the continuing holding 
company may be necessary to satisfy 
the claims of the preferred.** - How- 
ever, this type of plan would be subject 
to the criticism that it deprives the 
preferred stockholders of their propor- 
tional interest in the southern com- 
panies, and deprives the common 
stockholders of their interest in the 
northern companies, thus altering 
considerably the enterprise in which 
they have their investments. We do 
not say that an alternative plan of 
that sort would necessarily be unfair, 
but we think it apparent that such a 
plan would not remove difficulties of 
allocation or be so clearly superior to 
the present plan as to compel us to 
condemn the latter as unfair. 

It is true that under the present plan 
the holder of small amounts of Com- 
monwealth’s outstanding common 
stock will be entitled to receive frac- 
tions of small value, which may pre- 
sent difficulties of handling if the 


stockholder does nothing to help him- 
self. However, the fact that the dis- 
tributable packet will have small value 
is attributable to the fact that Com- 
monwealth’s present common stock 
is similarly of small value on a per 
share basis; and to eliminate or reduce 
the difficulties of handling, the pres- 
ent holder of small amounts of Com- 
monwealth’s common stock has two 
alternatives open to him: he may, prior 
to reorganization, either (a) sell his 
present holdings on the market or 
(b) buy enough additional shares of 
the present common to eliminate or 
reduce the fractions receivable (own- 
ership of 625 shares would avoid all 
fractions, while 125 shares would be 
enough to avoid fractions in all but 
Central Illinois and Southern Indi- 
ana). If he does neither of these 
things his alternatives are to wait 
until after the reorganization and 
then either (a) avail himself of Com- 
monwealth’s offer to sell on the market 
the full shares in which he has a frac- 
tional interest (in which event he 
would obtain a proportional interest 
in the proceeds from round-lot sales 
of the underlying stocks after a 
market is created for them), or (b) 
accept fractional scrip upon distribu- 
tion and then purchase enough addi- 
tional scrip to make up full share hold- 
ings. 

The fact that a reorganization plan 
compels certain of the junior stock- 
holders either to sell or buy small 
amounts of stock or scrip, and leaves 
their investments in an unsatisfactory 
condition if they choose to do neither 
one nor the other, is an unfortunate 
but not an uncommon circumstance. 





Snyder proposes some such plan with all 
of the stock in the new holding company to 
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go to the present common stockholders. We 


shall consider this plan later. 
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We cannot regard it as a feature ren- 
dering the plan in this case unfair op 
inequitable to such stockholders. 


E. Option Warrants 

[12] There are presently outstand- 
ing 17,588,956 option warrants en- 
titling the holders thereof to purchase 
a like number of shares of common 
stock at $30 per share at any time 
without Himit. Under the Amended 
Plan, no provision is made for the 
holders of option warrants to partici- 
pate in the recapitalization. 

In Re Commonwealth & Southern 
Corp. (cited supra, footnote 1) we 
said: 

“Former Commissioner (now Mr. 
Justice) Douglas’ characterization of 
warrants as ‘a hybrid form of secu- 
rities which add only a speculative ele- 
ment’ is particularly apt here. Cf. Re 
International Paper & Power Co. 
(1937) 2 SEC 580, 585. The pos- 
sibility that any of Commonwealth’s 
warrants will ever be exercised—for 
the purchase of common stock at $30 
per share—is now so remote as to be 
imperceptible. Such common stock 
has never sold at a price higher than 
294 on the exchanges on which it has 
been listed, and that price was reached 
only in 1929. The low price for that 
year was 10.” (44 PUR(NS) 
[footnote 12] at p. 224). 

Since 1929 the price range for the 
stock has been as follows: 
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We have indicated that without 
recapitalization it might be abo 
eleven years or longer before 
arrearages on the preferred  stod 
could be cleared up so that the com 
mon would be in a position to hay 
any participation in earnings. Ther 
after, if net income were to averag 
$17,700,000, about 26 cents per shar@ll, 
would be applicable to the comma 
stock. Even if earnings were to aver 
age several times the amount of ow 
estimate, a price of $30 per share fo 
the present stock or its equivalen 
would not be a reasonable expectatio 

We conclude that the standards o 
fairness and equity require the elim 
ination of the option warrants. Fur 
thermore, to continue the optio 
warrants, representing as they dd 
such an extremely tenuous right 
would in our opinion be inherently 
deceptive to investors and would per 
petuate in the corporate structure use 
less and unnecessary complexities, i 
contravention of the requirements 0 
§ 11(b)(2) and of our order of Apri 
9, 1942, 43 PUR(NS) 173, there 
under. Cf. Re United Gas Corp. 58 
F Supp 501, 519 (not yet reported i 
PUR(NS)). 


III. Other Problems under the Act 


A. The Provision Requiring a Stock 
holders’ Vote 

[13] The Amended Plan requests 
us to apply to the appropriate Fede 
district court for an order approving 
and enforcing the plan, pursuant tt 
§§ 11(e) and 18(f) of the Act, pro 
vided that the plan shall first have 
ceived the affirmative vote of a major 
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ty of each class of Commonwealth’s 
sockholders at a meeting held for the 
Murpose of voting on the plan. The 
taff of the Public Utilities Division 
its proposed findings urges that we 
uire an amendment striking out 
he proviso requiring a stockholders’ 
Mote, while Commonwealth’s manage- 
mnt urges that the proviso be re- 
wined. The directors raise the ques- 
tion whether they have the right to file 
bnd carry out a § 11(e) plan which 
radically changes the business and 
aracter of the company and vitally 
fects the interests of the stockhold- 
ers without approval of stockholders. 
The common stockholders represent- 
ed by Brantley and Snyder contend 
that the articles of incorporation re- 
quire, not the approval of a mere ma- 
jority of each class of stockholders, 
but the approval of three-fourths of 
each class of stock affected by the 
plan. 

A vote of stockholders is not re- 
quired under the act. Section 11(e) 
itself makes no provision for a stock- 
holders’ vote and, in fact, the provi- 
sion for court enforcement in § 11(e) 
would seem to negate any intention of 
‘Bncorporating such a requirement into 
the Federal law whose requirements, 
in this respect, are exhaustive and ex- 
dusive. Re Virginia Pub. Service 
Co. Holding Company Act Release 
No. 4618, Oct. 16, 1943, at mimeo- 


liams (1935) 294 US 176, 79 L ed 
7°41, 55 S Ct 380, 96 ALR 1166. A 
provision for a vote has been held to 
be an immaterial part of a § 11(e) 
plan relating only to the mechanics of 


execution. For that reason a Federal 
district court decreed enforcement of 
a plan that provided for a stockhold- 
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ers’ vote in accordance with state law, 
although there was an unresolved con- 
troversy as to whether the vote so 
obtained did meet the requirements of ° 
state law. See Re Securities and Ex- 
change Commission (1943) 52 PUR 
(NS) 515, 50 F Supp 965. The in- 
stant plan of recapitalization and dis- 
tribution of part of the portfolio is 
proposed as a means of bringing the 
holding company system into compli- 
ance with the standards of §§ 11(b) 
(1) and 11(b)(2). There is already 
outstanding a binding order, affirmed 
by the circuit court of appeals for the 
third circuit, requiring Common- 
wealth to change its capital structure 
to one of all comomn stock. If action 
is not taken by the company, we would 
be required to specify a plan for Com- 
monwealth which would meet the re- 
quirements of our order under § 11 
(b) (2) and the standards of § 11(b) 
(1). Such a plan would be enforce- 
able, notwithstanding the wishes of 
Commonwealth or its security holders, 
under § 11(d). The same court 
would be called upon whether the pro- 
ceedings are under §§ 11(d) or 11 
(e), and would apply the same statu- 
tory standards in determining whether 
or not to enforce and carry out the 
provisions of our plan or our order. 
Nor do we think there is anything 
in the opinion of the circuit court of 
appeals which affirmed our one-stock 
order that requires a stockholders’ 
vote. Snyder cites several passages 
which he claims require such a vote, 
including the following (48 PUR 
(NS) 72, 79, 134 F(2d) 747, 752): 
; For it is clear that Con- 
gress intended that the subject com- 
pany should be given an opportunity, 
as is done by this order, to procure 
59 PUR(NS) 





SECURITIES AND EXCHANGE COMMISSION 


the voluntary assent of its stockhold- 
ers to an appropriate plan or, if it is 
unable to procure such assent, to pro- 
pose an appropriate plan to accom- 
plish the result and to secure its en- 
forcement by the district court as 
against nonassenting stockholders.” 

Neither this passage nor the opin- 
ion as a whole implies that the court 
construed § 11(e) to preclude the 
company from filing a plan under § 11 
(e) and requesting that it be enforced 
in the appropriate Federal district 
court if it so desired without a prior 
stockholders’ vote. The circuit court’s 
opinion includes this paragraph (48 
PUR(NS) at pp. 78, 79, 134 F(2d) 
at p. 751): 

“Tt is obvious that in many cases 
the desired result may be reached in 
more than one way. Congress evi- 


dently intended to permit the Com- 


mission to leave to the company in- 
volved the initiative in suggesting 
from among the available alternative 
methods that one which it deems most 
appropriate. This seems clear in the 
light of the fact that under § 11(e) 
the company is not restricted to pro- 
posing a plan of compliance which it 
is in a position to carry out itself but 
it may also propose a plan affecting 
the rights of third persons which it 
may, through the Commission, re- 
quest a court to enforce against the 
opposition of those third persons. It 
is only if the company does not pro- 
pose a plan which the Commission 
and the court approve that the Com- 
mission under § 11(d) itself may pro- 
pose and seek enforcement of a plan 
against the opposition of the com- 
” 

While we do not believe that a vote 

is legally necessary, we are of the opin- 
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ion that it is appropriate to exercise 
our discretion in favor of the provi- 
sion in the plan conditioning its effec. 
tiveness (assuming that it is amended 
in accordance with our conclusions in 
this opinion) on the obtaining of an 
affirmative vote of a majority of the 
holders of each class of stock present 
at a meeting held to vote on the plan. 
The plan not only provides for com- 
pliance with § 11(b)(2) under our 
order pursuant to that section, but it 
embodies a choice of one among al- 
ternative ways of moving toward com- 
pliance with § 11(b)(1), under 
which we have, as yet, issued no order, 
It involves making a choice to retain 
the stocks of the southern companies 
and to distribute the stocks of the 
northern companies among its secu- 
rity holders. We emphasize that our 
decision to approve the provision re- 
quiring a vote rests upon our present 
view of what is appropriate in the par- 
ticular case, and not from any inter- 
pretation that the statute requires it, 
or that it is necessary for the protec- 
tion of the investors in Common- 
wealth. Further, our decision to ap- 
prove the provision for a stockhold- 
ers’ vote at this juncture does not 
mean that we may not later proceed if 
necessary under § 11(d) to enforce a 
plan conforming with the statutory 
standards without stockholder ap 
proval. 


B. Voting Rights 


1. New Common Stock of Commor- 
monwealth 


[14] The new common stock of 
Commonwealth, which would be the 
only stock outstanding, would be en- 
titled to one vote per share. We have 
no difficulty in finding that this provi- 
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kion as to voting rights is appropriate. 

owever, the Amended Plan does not, 
in our Opinion, provide adequate as- 
kurance that the new stockholders of 
Commonwealth will be able to exer- 
ise fully their newly acquired voting 
rights. It is necessary, we believe, 
that appropriate provisions be made to 
insure that the new distribution of 
voting power is effective and that the 
advantages of control of the proxy 
machinery do not enable a possibly 
unrepresentative board of directors to 
retain control. Therefore, to obtain 
our approval it will be necessary to in- 
dude in the Amended Plan a provi- 
sion that within 120 days, but not less 
than 60 days, after the date on which 
not less than 75 per cent of the new 
common stock of Commonwealth has 
actually been distributed, a meeting 
shall be held to elect a new board of 
directors of Commonwealth under 
procedure similar to that which we 
have sometimes prescribed in cases 
involving a redistribution of voting 
power.“* Cumulative voting in all 
elections of directors should also be 
provided for. 

The procedure for the nomination 
and election of directors shall be as 
follows : 

Within thirty days after the date on 
which 75 per cent of the new common 
stock shall have been distributed, 
Commonwealth shall prepare a list of 
the holders thereof, showing their 
holdings and addresses, and file copies 
of such list at its principal office in the 
city of New York and at the offices of 
this Commission in New York and 
Philadelphia. Such list shall be 


brought up to date thereafter by week- 
ly supplements filed at the same places 
until the election of directors herein- 
after mentioned has been held. Copies 
of the list and supplements shall be 
made available for inspection and 
copying by any stockholder or his 
representative until such election has 
been held. 

Upon filing such list, Common- 
wealth shall notify its stockholders of 
record thereof and shall invite nom- 
inations for directorships, such nom- 
inations to be received during a period 
of thirty days after the date of the no- 
tice and invitation mentioned in this 
paragraph. 

Each holder of record of the new 
common stock shall be entitled to one 
nominating vote for each share of the 
new common stock so held, and he 
may cast the full number of his nom- 
inating votes for any one candidate or 
distribute such votes among any num- 
ber of candidates, not exceeding the 
number of directors to be elected, in 
such proportions as such holder shall 
determine. No candidate shall be 
deemed to be a nominee unless he shall 
receive 1,000 or more nominating 
votes. 

The slate shall be limited to twice 
the number of directors to be elected 
and shall consist of the nominees re- 
ceiving the greatest number of nom- 
inating votes. 

Within twenty days after the close 
of nominations, Commonwealth shall 
fix a date for and issue a notice of a 
meeting for election of directors, ac- 
companied by impartial proxies, the 
expense of such proxies to be borne by 





_ Re Jacksonville Gas Co. (1942) Hold- 
ing Company Act Release No. 3570, 45 PUR 
(NS) 65; Re Southern Colorado Power Co. 
(1943) Holding Company Act Release No. 
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4501, 52 PUR(NS) 366; Re International 
Utilities Corp. Holding Company Act Re- 
lease No. 4896, Feb. 15, 1944. 
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Commonwealth. The date fixed for 
such election shall be not less than fif- 
teen days after the mailing of such 
proxies. 

The board of directors to be elected 
shall consist of the persons receiving 
the highest number of votes for the 
positions to be filled. 

The presence in person or by proxy 
of the holders of a majority of the out- 
standing shares entitled to vote shall 
be sufficient to constitute a quorum for 
the election of directors. In the event 
that a quorum is not obtained for 
the election of directors at such meet- 
ing, the holders of a majority of the 
shares present in person or represent- 
ed by proxy may adjourn from time 
to time the election of directors until 
the requisite quorum of stockholders 
shall be obtained. In the event that 


a quorum is not obtained for the in- 


itial election after one or more ad- 
journments not exceeding ninety days 
in the aggregate, the presence in per- 
son or by proxy of the holders of rec- 
ord of one-third of the outstanding 
shares entitled to vote shall then be 
sufficient to constitute a quorum for 
the election of directors. 

In the event that the initial board 
of directors is elected within a 4- 
month period prior to the regular an- 
nual meeting for the election of di- 
rectors, the latter election shall not be 
held, and such directors shall continue 
to hold office until the next regular 
annual meeting for election of di- 
rectors. 

Cumulative voting shall be per- 
mitted at the election of the initial 
board and at all future elections. 


We shall reserve jurisdiction to re- 


vise the foregoing procedure and 
permit extensions of time for the per 
formance of any steps prescribed there 
in, in case it becomes impracticable tg 
meet the schedule outlined. 


2. Voting Rights of Preferre 
Stockholders of Subsidiaries 
The common stock of each subsid 
iary to be distributed is entitled to ong 
vote per share; no question exists ag 
to the adequacy of this right. How 
ever, an examination of the present 
voting rights of the outstanding pre 
ferred stocks of subsidiaries® dis 
closes that the preferred stocks 0 
Consumers Power, Southern Indiana 
and Central Illinois Light (which 
would cease to be subsidiaries under 
the plan) are not vested with certain 
voting rights in the event of dividend 
defaults, which rights this Commis. 
sion has deemed appropriate in effect- 
ing fair and equitable distributions of 
voting power. Commonwealth has 
expressed its willingness to amend the 
plan so as to provide, with respect to 
Consumers Power and Southern In- 
diana, for charter amendments con- 
taining the following measures for the 
protection of preferred stockholders: 
Upon defaults aggregating one 
year’s dividends, the preferred stock 
as a class shall at the next meeting 
following such default have the rights 
as a class to elect the least number of 
persons necessary to constitute 4 
majority of the board of directors. 
If and when all dividends then in 
default on the preferred stock shall 
thereafter be paid (and such dividends 
shall be declared and paid out of sur- 
plus or net profits legally available 
therefor as soon as reasonably prat- 





45 Each utility subsidiary of Commonwealth 
other than South Carolina Power has a sub- 
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stantial amount of preferred stock in the 
hands of the public. 
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ticable) the preferred stock shall 
thereupon be divested of any special 
right to elect a majority of the board 
of directors, but subject always to the 
same provisions for the vesting of 
such special right in the preferred 
stock in the case of any similar future 
default or defaults. 


The same provision has been pro- 
posed for Central Illinois Light, and 
to this Commonwealth objects on the 
ground that the provision would be 
in conflict with the Constitution and 
laws of the state of Illinois which con- 
tain specific requirements concerning 
the procedure for electing directors 
of corporations. The question thus 
raised is whether the provisions of 
[llinois law might operate so as to 
prevent enforcement of the plan with 
respect to the provisions suggested, 
even if Commonwealth and Central 
Illinois consented. We do not pass 
on this question here since it does not 
seem to us necessary or appropriate 
to insist, at this juncture in these pro- 
ceedings, upon amendment of Cen- 
tral Illinois Light’s charter in the 
manner indicated. 


Accordingly, as a condition to our 
approval of the Amended Plan, we 
shall require amendment thereof so as 
to provide voting rights substantially 


as set out above for the preferred 
stocks of Consumers Power and 
Southern Indiana. The granting of 
these rights is to be subject to com- 
pliance with applicable state law, in- 
cluding any necessary authorizations 
by regulatory bodies having jurisdic- 
tion. 

We do not now require any action 
with respect to the preferred stocks 
of other subsidiaries. Ohio Edison 
recently refinanced its preferred 
stocks, and the charter provisions re- 
lating to the new preferred stock have 
received our approval. Pennsylvania 
Power Company is to remain a sub- 
sidiary of a registered holding com- 
pany and, like the companies in the 
southern group, will continue to be 
subject to the provisions of the stat- 
ute. Thus no action need be required 
by them in connection with the pres- 
ent plan. 


C. Acquisition by Registered Hold- 
ing Companies of Securities to 
Be Distributed 
[15] Pursuant to the distribution 
under the Amended Plan, The United 
Gas Improvement Company (“U. G. 
I.”) and The United Corporation 
(“United”), registered holding com- 
panies, would receive the following 
shares of common stocks: 





6 In view of the procedural and jurisdic- 
tional problems involved, we think more 
would be lost than gained by investors if we 
conditioned our approval of Commonwealth's 
plan in this way. Nor do we find it necessary 
to insist now upon certain other amendments 
which, it is suggested, would give additional 
protection to preferred stockholders of the 
three subsidiaries named. For the present we 
point out that the preferred stock protective 
provisions of several of the subsidiaries could 


be improved in connection with refinancings 
which, judging by present markets, would 
have the additional advantage of improving 
the earning position of the common stocks of 
those companies, and that such refinancings 
ought to be undertaken voluntarily by Com- 
monwealth before consummation of the 
Amended Plan. This is not to say, of 
course, that appropriate changes may not be 
required in the course of further proceedings 
with respect to this system. 
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Company 

The Commonwealth & Southern Corporation 
Consumers Power Company 
Central Illinois Light Company 
Southern Indiana Gas and Electric Company 
Ohio Edison Company 

By virtue of the provision of § 9 of 
the act, these acquisitions require our 
approval under § 10. The acquisi- 
tions do not, of course, represent com- 
pletely new investments by the reg- 
istered holding companies, but rather 
a change in the form of old invest- 
ments, most of the distributable se- 
curities being direct investments in 
operating utilities rather than invest- 
ments in a holding company. They 
are, therefore, more suitable for such 
use as may be found appropriate in 
the course of compliance by these 
holding companies with the standards 
of § 11, and may in this sense facil- 
itate compliance. Under the circum- 
stances, we find that the requirements 
of §§ 10(c)(1) and 10(c)(2) are 
satisfied and that no adverse findings 
are necessary under § 10(b). It 
should, of course, be understood that 
the securities are to be received by 
United and U. G. I. subject to the re- 
quirements of § 11 of the act and of 
our proceedings and orders in respect 
of these companies thereunder. 


of Investments of 
Commonwealth 


D. Restatement 


Upon consummation of the Amend- 
ed Plan, Commonwealth proposes to 
restate and segregate on its books its 
investments in its remaining subsid- 
iaries, at such amounts as may be 
determined by the board of directors 
of Commonwealth. These amounts 
will not be in excess of the respective 
underlying book values. 

Commonwealth has not submitted 
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Shares to be received 
by U. G.I. by United 


the details of the proposed adjust. 
ments but will supply this material 
after the effective date of the Amend- 
ed Plan. We shall accordingly re. 
serve jurisdiction as to this proposal, 
pending submission by Commonwealth 
of the relevant data, including the 
specific entries proposed. No ap. 
proval in this connection shall be con- 
strued as a holding that the remaining 
subsidiaries can be permanently re- 
tained by Commonwealth. The ques- 
tion of their retainability under § 11 
(b)(1) is expressly reserved for de- 
termination in proceedings under that 
section. 


E. Cancellation of Existing Service 

. Contracts 

Upon distribution of the northern 
subsidiaries the existing contracts be- 
tween these companies and the mutual 
service company will be severed. 
Thereafter, the service company will 
perform services for these companies 
only to the extent that the companies 
may request specific services not of 
a managerial, supervisory, or other- 
wise continuing character. Services 
are to be rendered at cost (including 
an allowance for overhead and return 
on investment). Commonwealth con- 
templates that the mutual service com- 
pany will continue to function as a 
service company for the retained sub- 
sidiaries. While this status exists, the 
service company will be subject to our 
continuing jurisdiction under § 13 of 
the act. We thus will be in a posi- 
tion to examine such future services 
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at it may render to any of the dis- 
tributed subsidiaries, the circum- 


stances under which the services are 
requested and furnished and _ the 
charges made therefor. 


F. Issuances, Dispositions, and Ac- 
quisitions of Securities 

[16] As has been previously set 
forth, the Amended Plan proposes the 
issuance of common stock by Com- 
monwealth. In addition, the Amend- 
ed Plan provides that certain of the 
northern subsidiaries will change their 
outstanding common stocks in order 
to simplify the fractional shares which 
otherwise would be created in connec- 
tion with the distribution of these 
stocks under the plan. The proposed 
changes that are necessary may be 
subject to authorization of state Com- 
missions or other regulatory bodies 
having jurisdiction. Upon request 
by security holders, scrip certificates 
will be issued in lieu of fractional 
shares. The plan also involves the 
disposition by Commonwealth of se- 
curities of subsidiary companies and 
the acquisition by Commonwealth of 
its own outstanding securities. 

The new common stock of Com- 
monwealth will be its only class of 
security outstanding, will have full 
voting rights and will have a par 
value of $5 per share or an aggregate 
of $44,896,170 for the 8,979,234 
shares to be outstanding. We find 
that the issuance of this stock con- 
forms to the standards of § 7(c) and 
that no adverse findings are required 
under § 7(d). The scrip certificates 
constitute a type of security which 
may be issued under § 7(c)(2)(A) 
under the circumstances at hand and 
we find the proposed issuance of scrip 
certificates to be appropriate. 
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With respect to the changes in the 
common stock of the northern sub- 
sidiaries, Commonwealth indicates 
that such steps as are necessary in 
order to obtain the approval of stock- 
holders and of any regulatory bodies 
having jurisdiction will be taken at a 
later date. In view of this fact and 
since all of the details necessary in 
order for us to pass definitively upon 
the proposals are not as yet available, 
we shall reserve jurisdiction for the 
present as to this matter. 

The proposed distribution of the 
common stocks of the northern sub- 
sidiaries is subject to the requirements 
of § 12(d) of the act. We find that 
the provisions of this section and the 
applicable rules are met. 

The acquisition by Commonwealth 
of its own presently outstanding pre- 
ferred and common stocks is subject 
to the requirements of § 12(c) of the 
act and the rules thereunder; we are 
satisfied that these requirements are 
met. 

The various dispositions of securi- 
ties involved in the Amended Plan 
are exempted from the competitive 
bidding requirements of Rule U-50 
by the provisions of paragraph (a) (1) 
thereof. 


IV. Proposed Plans and Contentions 
Submitted on Behalf of Certain 
Common Stockholders 


The common stockholders repre- 
sented by Brantley, Lownsbury, and 
Snyder, who were granted the right 
to be heard pursuant to Rule XVII 
(b) of our Rules of Practice, oppose 
the Amended Plan, and have present- 
ed a proposed plan in accordance with 
their views of what constitutes a fair 
and equitable recapitalization (re- 
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ferred to hereafter as the “Snyder 
plan”). Their counsel have submit- 
ted numerous exceptions to the pro- 
cedure followed in the hearings, the 
activities of the staff of the Public 
Utilities Division, the rulings of the 
trial examiner, and the proposed find- 
ings and opinion filed by the staff. 
We shall first discuss the proposed 
plan, after which we shall consider 
those contentions and exceptions 
which, in our opinion, merit considera- 
tion, and which have not otherwise 
been covered in our general findings 
with respect to the Amended Plan. 


A. The Snyder Plan 

This plan would offer _ preferred 
stockholders a choice between two 
alternative bases of participation in 
Commonwealth’s assets in satisfaction 
of their claims.” 

Under the first alternative, each 


share of Commonwealth’s preferred 
stock would be exchanged for 1% 
shares of the common stocks of Con- 
sumers Power and of Ohio Edison 
and 4 share of the common stocks of 
Central Illinois Light and of South- 
ern Indiana, together with $3.50 in 
cash. As in the case of Common- 
wealth’s Amended Plan, the Snyder 
Plan contemplated that common stock 
of. Pennsylvania Power would be 
transferred by Commonwealth to 
Ohio Edison, and the number of 
outstanding common shares of the 
northern companies would be changed 
so as to minimize fractional shares 
in effecting the distribution. No 
shares of Commonwealth’s new com- 
mon would go to the preferred. If 


the first alternative were accepted 
by all of the preferred stockholders 
they would receive the entire com. 
mon stock interests in the northern 
subsidiaries, but they would receive no 
interest in the southern subsidiaries, 
which would remain for Common. 
wealth’s common stockholders, 


Under the second alternative, pre. 
ferred stockholders would receive, for 
each share of preferred held, $3.50 in 
cash and one share of common stock 
of Consumers Power and of Ohio 
Edison. The additional } share of the 
common stocks of each of these com- 
panies and the } share of the com- 
mon stocks of Central Illinois Light 
and Southern Indiana, which would 
be distributed under the first alterna- 
tive, would be deposited in a trust. 
In lieu of the shares transferred to the 
trust, the preferred stockholder would 
receive a certificate of beneficial in- 
terest in the trust. The trust would 
be administered by five trustees, two 
to be appointed by the holders of trust 
certificates, two by the directors of 
Commonwealth and one by this Com- 
mission. 

The trustees would be empowered 
to collect and disburse income, to pay 
trust expenses, to sell the stock of the 
subsidiaries held by the trust and with 
the proceeds purchase trust certificates, 
and, generally, to exercise all rights 
pertaining to the stock deposited. 
Preferred stockholders accepting the 
optional provision would be entitled 
to receive on each trust certificate 
(representing a share of preferred 
surrendered) annual dividends equiv- 





47 The plan does not specify the procedure 
to be followed if the preferred stockholder 
fails to indicate an affirmative choice of alter- 
natives. From a reading of the plan as a 
whole, however, it apparently is intended 
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that acceptance of the first alternative would 
be compulsory unless the second alternative, 
designated in the plan as the “optional pro- 
vision,” were specifically elected. 
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alent to $6 per share, less the amount 
of dividends received on the full shares 
of Consumers Power and Ohio Edison 
distributed directly to them. 

The plan also provides that Com- 
monwealth would guarantee the an- 
nual dividends payable to the trust 
certificate holders and would not be 
permitted to pay dividends on its own 
common stock until after all dividend 
requirements of the trust in any year 
had been met. In addition, it is pro- 
vided that Commonwealth may use 
“capital surplus” to purchase and re- 
tire trust certificates. 

As soon as practicable after De- 
cember 31, 1949, it is proposed that 
the trust would be dissolved and the 
holder of each trust certificate then 
outstanding would be entitled to re- 
ceive $100 plus all accumulated un- 
paid dividends due on the preferred 
stock surrendered and the trust cer- 
tificates, less a credit for the “value” 
of the one share of common stock of 
Consumers Power and of Ohio Edison 
originally received in the distribution. 
While no formula for computing 
“value” for purposes of this credit is 
provided in the plan, the value of the 
common stocks in the trust at the 
date of its dissolution would be deter- 
mined by capitalizing the earnings per 
share of such stock for the year 1949 
at a 7 per cent rate. Should the as- 
sets of the trust be insufficient to satis- 
fy the claims of the certificate holders, 
Commonwealth would be obligated to 
issue and deliver shares of its own 
common stock, valued also on the 
basis of capitalizing 1949 earnings at 
a7 per cent rate, to make up the de- 


ficiency. Any assets remaining in the 
trust after meeting the distribution 
requirements would be transferred to 
Commonwealth. 


The Snyder plan proposes that 
Commonwealth’s common stock, pres- 
ently outstanding in excess of 33,- 
000,000 shares, would not be altered, 
except as it may be affected by the 
foregoing provisions. 

In respect of the option warrants, 
presently outstanding in the amount 
of 17,588,957, and entitling the hold- 
ers to purchase a like number of com- 
mon shares at $30 per share, the plan 
provides that such warrants would be 
exchangeable for an equivalent amount 
of new warrants to subscribe to one 
share of Commonwealth common at 
$5 per share. The new warrants 
would expire December 31, 1949. 
Proceeds from the exercise of the 
warrants may be used by Common- 
wealth for the purchase and retire- 
ment of trust certificates. 

The entire plan would become effec- 
tive when approved by three-fourths 
of each class of Commonwealth’s stock 
now issued and outstanding. 


[17] We do not have before us the 
mere question whether or not the 
Snyder plan is consistent with the 
standards of the act. Under § 11(e) 
we must approve the company’s plan 
if it meets the standards of the act, 
and we must regard plans filed by 
others not as plans to be approved, but 
as statements of the views of their 
proponents to be considered in evalu- 
ating the company’s plan. Re North- 
ern States Power Co., Holding Com- 
pany Act Release No. 5745, April 26, 





“It is of interest to note that the pse- 
ferred stockholders’ committee alone, which 
criticized Snyder’s plan very strongly, repre- 


[8] 
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sents 370,547 shares of preferred stock, or 
— per cent of the outstanding preferred 
stock. 
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1945. It is true that the present pro- 
ceeding is under § 11(d) as well as 
§ 11(e), so that we have jurisdiction 
here to approve the Snyder plan if 
it meets the standards of the act. But 
to give effect to the Congressional 
intent that company managements be 
given latitude in working out their 
own solutions to meet § 11 require- 
ments, we should not reject the com- 
pany’s plan and adopt Snyder’s unless 
the latter is so clearly superior as to 
persuade us that the company’s plan 
is unfair and inequitable, or other- 
wise deficient under the act. For a 


number of reasons, discussed in part 
below, we are not so persuaded. 

We have already discussed the ques- 
tion whether the horizontal distribu- 
tion which would result in small frac- 
tions of shares in the northern com- 
panies being distributed to holders of 


small amounts of common stock makes 
the company’s plan unfair. In that 
discussion, we said we could not find 
that a division of the company based 
on giving all of the common stocks 
of the northern companies to the pre- 
ferred was so patently fair as to re- 
quire this approach to the recapitaliza- 
tion. The necessity of making a sepa- 
rate estimate of earnings for each seg- 
ment of the system, in order to test 
the fairness of the plan, adds an addi- 
tional element of speculation to the 
problem of allocation. We do not 
preclude this general approach to the 
settlement of problems like that be- 
fore Commonwealth’s management. 
Our point is merely that the proposed 
approach is not an improvement over 
that of the Amended Plan. 

Moreover, even if we could approve 
Snyder’s first alternative as fair and 
equitable, which we think doubtful, 
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his second alternative is plainly unfair 
in placing so much significance upon 
earnings for a single year, 1949, ang 
in providing arbitrarily for the capital. 
ization of such earnings at 7 per cent 
This alternative also fails to meet the 
standards of § 11(b) in that the pro. 
posed trust and guaranty would add 
unnecessary complexities to Common. 
wealth’s structure and would postpone 
for an unreasonably long time the solu. 
tion of its integration and simplifica- 
tion problems under that section. 
Finally, the provision for exchanging 
new warrants for those outstanding, 
reducing the option price from $30 to 
$5, is in contravention of the terms 
of our order under § 11(b)(2) and 
is neither fair nor in conformity with 
the standards of the act. If the pro- 
posed warrants turned out to have 
value, the Snyder plan would be giv- 
ing something of value to a class of 
security for which we can find neither 
present nor reasonably prospective 
worth, and the present common stock 
would be prejudiced by dilution to 
the extent that the new warrants were 
ultimately exercised. On the other 
hand, if they turned out to be value- 
less, they would clearly perpetuate an 
undue and unnecessary complexity in 
Commonwealth’s structure and would 
serve only as a possible snare for un- 
wary investors.” 

We think it obvious from the fore- 
going that the Snyder plan would have 
to be changed in so substantial a man- 
ner to merit approval that a more de- 
tailed analysis of it need not be dis- 
cussed here. Conceivably, it could be 
so amended as to present an acceptable 
alternative to Commonwealth’s plan 


49Cf. Re Utilities Power & Light Corp. 
(1939) 5 SEC 483, 510-513. 
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Wit, as we have observed before, there 
bre always alternative methods of com- 


(e), provided such plan conforms to 
pplicable statutory standards. 


Negotiations Leading to the Submis- 
sion of the Amended Plan 

[18] Snyder alleges that the 
Amended Plan was the result of se- 
cret negotiations among only part of 
those who participated in the hear- 
ings, and complains that the staff of 
the Public Utilities Division took an 
active part in such negotiations. He 
condemns such alleged activity as im- 
proper, evidently misunderstanding 
the function of the Division in ques- 
tion. 

The Public Utilities Division, 
through its counsel, participated in the 
proceedings and was free to take 
positions in favor of or against pro- 
visions of the proposed plans, like any 
other participant. Among other things 
its functions were to help the parties 
formulate and submit for our consid- 
eration a plan which, in the opinion 
of the Division, met the standards of 
the Holding Company Act; to explore 
the circumstances and the issues, 
through cross-examination and the in- 


troduction of evidence; and in gen- 
eral to see that a complete record was 
made in the proceedings. In no sense 
did it represent this Commission in a 
quasi judicial capacity. Therefore, 
if representatives of the Public Utili- 
ties Division had in fact assisted in 
bringing about an agreement among 
representatives of important groups 
of security holders, as to the provi- 
sions of Commonwealth’s Amended 
Plan, such an achievement would have 
been entirely consistent with the Di- 
vision’s functions and not in the least 
improper. However, the fact is that 
the staff cannot fairly be praised or 
blamed for the agreement reached in 
this case, since representatives of the 
staff did not even attend the confer- 
ences leading to such agreement. 
The conferences, which were con- 
ducted entirely among the persons 
enumerated in Appendix A, were not 
part of these proceedings. The con- 
ferees made suggestions to the man- 
agement of Commonwealth regarding 
amendments to its plan, and the 
amendments filed by Commonwealth 
were the result of its own exercise of 
discretion. The first proposed amend- 
ments were presented to the Public 
Utilities Division on October 14, 1943, 
and were made available to the other 
parties and participants in the pro- 
ceedings. The participants were ad- 
vised that in the opinion of the Di- 





In a letter addressed to this Commission 
and filed as part of the record, Richard Joyce 
Smith, counsel for The United Corporation 
(the holder of the second largest block of 
common stock in Commonwealth, and a party 
to the compromise agreement), stated as 
follows : 

“The allegations at page 6 of Mr. Snyder’s 
brief that the Commission’s staff was a par- 
ticipant in the negotiations looking to an 
amendment of the Plan filed by the manage- 
ment of The Commonwealth & Southern Cor- 
poration are without foundation, and are 
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reckless misrepresentations of the facts con- 
cerning those negotiations as fully disclosed 
at public hearings in the proceedings. 

“Representatives of The United Corpora- 
tion attended all meetings at which an agree- 
ment with representatives of the preferred 
stockholders’ committee was sought. No 
representative of the Commission or its staff 
was present at any of those meetings. The 
advice, recommendation or assistance of any 
representative of the Commission in bringing 
about an sr was neither sought nor 
proffered. 
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vision the proposals would not meet 
the standards of the act. A second 
proposal, suggesting an 85 per cent- 
15 per cent allocation, was submitted 
on November 29, 1943, and was also 
made available to the other partici- 
pants. The Division advised that in 
its opinion this proposal was in line 
with what the statute required. It 
was careful to point out that as far as 
the Commission itself was concerned 
no expression of opinion could be 
made, but that the Public Utilities Di- 
vision felt that the proposed alloca- 
tion was within the range of reason- 
ableness, keeping in mind the area of 
judgment involved and subject to any 
developments at further hearings. 
Consultation with the staff by rep- 
resentatives of companies subject to 
the act and members of the public 
who have an interest in the proceed- 
ings, with respect to tentative pro- 


posals prior to formal hearings there- 
on, is common practice and, we may 
add, common sense.® The Division 
points out in its reply brief that Snyder 
himself took advantage of the op- 
portunity to discuss his plan with the 
staff. 


The staff of this Division has al- 
ways been available for consultation 
and advice on what the statute re- 
quires. It is well understood that the 
Division has no power to bind this 
Commission in the disposition of the 
case, the advice of staff members rep- 
resenting merely their own views as 
experts on the act. The situation is 
the same with respect to formal rec- 
ommendations of the staff. Since 


Snyder appears to have misunde, 
stood this also, we take occasion he 
to point out that the “Proposed Fing 
ings and Opinion Recommended } 
the Public Utilities Division for Ado 
tion by the Commission” is a doc 
ment having the same status as thd 
proposed findings and conclusions, ; 
briefs, filed by any participant in th 
proceedings. It is a document servej 
on all participants, who then have 
opportunity to file counter-proposak 
and briefs, and to argue orally, on any 
issues in the case. The purpose of the 
“Proposed Findings and Opinion” js 
to aid in defining the issues clearly 
for the participants, and in genera 
this procedure has been found help. 
ful to all concerned. 

Snyder’s objections regarding thes 
matters are without foundation and 
are overruled. 


Adequacy of Hearings Afforded Ex. 
ceptants 

Brantley and Snyder assert that the 
trial examiner and representatives oi 
the Public Utilities Division hurried 
the hearings, that the trial examiner 
was biased against them, and that in 
general they were denied a full and 
fair hearing. On the basis of an ex- 
tensive review of the record we are 
convinced that the exceptants had 
ample opportunity to prepare and 
present their case, and that they re 
ceived a full and fair hearing. 

The claim of Snyder, that he was 
not given enough time to prepare his 
case in opposition to the Amended 
Plan, is without merit. His position 
has consistently been that the com- 





51 See, for example, Administrative Pro- 
cedure in Government Agencies, Sen. Doc. 
No. 8 (77th Cong. Ist Sess.) at 64 ff., and 
monograph on Securities and Exchange Com- 
mission, Sen. Doc. No. 10 (77th Cong. Ist 
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Sess.) Part 13, at 41. See also Robert T. 
Swaine: A Decade of Railroad Reorganiza- 
tion under § 77 of the Federal Bankruptcy 
Act, 56 Harv L Rev 1037, 1058 (June 1943). 
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mon stock of Commonwealth should 
be given a participation in assets great- 
er than the 20 per cent originally pro- 
posed in Commonwealth's plan filed 
on April 20, 1943. Hearings were 
held on the original plan on seventeen 
days between June 7 and September 
30, 1943. On November 29, 1943, 
a summary of proposed amendments, 
suggesting the 85 per cent-15 per cent 
allocation, was presented to the com- 
pany, exceptants, and the staff. At 
that time the trial examiner told 
Snyder that he would be accommodat- 
ed in the event he wanted to call wit- 
nesses and introduce evidence in op- 
position to the proposed amendments. 
The Amended Plan was formally 
filed three months later, February 26, 
1944, and our notice of hearing was 
mailed on March 4th setting down the 
hearings for March 23rd. The hear- 
ings were begun on March 23rd, the 
company presenting data bringing 
previous financial exhibits up to date. 
The staff also introduced several ex- 
hibits. At this point Snyder asked 
for another month to prepare his case 
and, among other things, study the 
exhibits introduced. The trial exam- 
iner denied his request, but granted 
an adjournment until March 27th.™ 
In the circumstances we see no reason 
for a more extended continuance. 
One of the reasons that Snyder gave 
in asking for a month’s adjournment 
was that he desired to present the tes- 


timony of several stockholders with 
respect to their acquisition of common 
stock and warrants in 1929. There 
was no need for testimony on this sub- 
ject. Complete facts about the origi- 
nal issuance of the securities were al- 
ready in the record, and even these 
have little bearing on the problems 
of recapitalization. The trial ex- 
aminer properly denied the postpone- 
ment to obtain these witnesses. 

If the exceptants had been prepared 
to prove that the original plan was un- 
fair, they must have been prepared a 
fortiori to put in their case against 
the Amended Plan. We cannot ac- 
cept seriously their contention that 
they did not have adequate time to 
prepare a plan of their own and pre- 
sent their case. The Snyder plan was 
not in any way dependent upon the 
provisions of the Amended Plan filed 
in February 1944. 


The staff points out that of the 
number of pages of transcript account- 
ed for by examifiation and cross-ex- 
amination by attorneys other than 
counsel for Commonwealth, Snyder 
accounted for 264 pages; Munson, 
counsel for the Preferred Stockhold- 
ers’ Committee, accounted for 250 
pages; staff counsel, 100 pages and 
counsel for The United Corporation, 
25 pages. The exceptants’ brief was 
the most voluminous of any filed in 
these proceedings, and we _ heard 
Snyder at length on oral argument. 





52 The company introduced nine exhibits 
containing over 100 pages, and was given 
permission to file six more exhibits which 
were not then completed. These exhibits con- 
sisted merely of a supplemental statement of 
important changes in the properties, franchis- 
es, and operating statistics of Common- 
wealth’s subsidiaries, bringing up to date ex- 
hibits introduced ir the record in the early 
part of the 1943 hearings, and the published 
annual reports of Commonwealth and its sub- 
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sidiaries for the year ended December 31, 
1943. The Public Utilities Division intro- 
duced sixteen exhibits, including a notice of 
hearing on the Amended Plan, financial state- 
ments as of December 31, 1943, actual and 
pro forma, and an analysis of utility plant ac- 
counts prepared by the company at the re- 
quest of the staff to be used by the staff in 
perparing its own analysis of the plant ac- 
counts. 
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While these facts, of course, do not 
in themselves establish the adequacy 
of the hearing given to Snyder, they 
indicate that exceptants were by no 
means prevented from presenting their 
side of the case, to which we have 
given much attention. On the rec- 
ord as a whole, we think it clear that 
the exceptants were given a full and 
fair hearing. 


Status of Exceptants 

[19] Brantley and Snyder, who 
filed petitions to intervene on behalf 
of various common stockholders, com- 
plain that their clients were not given 
the status of parties to the proceed- 
ings. Pursuant to § 19 of the act 
and Rule XVII(b) of our Rules of 
Practice, the trial examiner granted 
them limited privileges of participa- 
tion, which included the right to cross- 
examine witnesses, introduce evidence, 
file briefs, and argue before the Com- 
mission. Similar privileges were 
given to the Preferred Stockholders’ 
Committee, which represents approxi- 
mately 375,000 shares of preferred 
stock. The only stockholders permit- 
ted to become formal parties to the 
proceedings were The United Gas Im- 
provement Company and The United 
Corporation, which are registered 
holding companies whose acquisitions 
of stock under the plan had to be sub- 
mitted to us for approval under the 
applicable provisions of the act. 

In reorganization cases under the 


act it is patently impossible to permit 
full intervention by every stockhold- 
er or group of stockholders affected, 
When the interests of their class are 
adequately represented, there is gen- 
erally no need for them to intervene.® 
Granting them limited privileges of 
participation, including such rights as 
were granted to the exceptants here, 
accords with the provisions of the act 
and with our settled practice, and we 
observe no grounds for believing that 
the exceptants were prejudiced in this 
case by not being permitted to in- 
tervene.™ 


B. The Shassol Plan 

Albert Shassol, who was granted 
the right to be heard, presented a 
plan for our consideration.™ 

His plan, like Commonwealth's 
Amended Plan, proposes the distribu- 
tion of the common stocks of the 
northern companies. Unlike the 
Amended Plan, however, his plan 
provides that prior to the distribution, 
Consumers, Ohio Edison and Central 
Illinois would be recapitalized by re- 
placing their present common stocks 
with new Class A and Class B com- 
mon stocks. 

Consumers Power and Ohio Edison 
would each issue 1,482,000 shares of 
Class A and 1,010,200 shares of 
Class B stock, while Central Illinois 
would issue 370,000 shares of Class 
A and 252,550 shares of Class B.® 
The Class A stock would be preferred 





58 Compare §§ 206 and 207 of the Bank- 
ruptcy Act, 11 USCA §§ 606, 607; In Re 
Flour Mills of America (1939) 27 F Supp 


9 
_ “The denial of intervention has no bear- 
ing upon the exceptants’ rights to seek judi- 


cial review. See eg., Securities and Ex- 
change Commission v. United Light & P. Co. 
(1944) 53 PUR(NS) 129, 142 F(2d) 411, 
affirmed (1945) 323 US 624, 89 L ed —, 57 
PUR(NS) 65, 65 S Ct 483; Todd v. Securi- 
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ties and Exchange Commission (1943) 53 
PUR(NS) 391, 137 F(2d) 475; Okin v. Se- 
curities and Exchange Commission (1943) 
137 F(2d) 398. 

55 The record shows that he became a stock- 
holder of Commonwealth in October, 1943 
when he purchased 100 shares of common 
stock for a total price of about $70 (11/16 
per share). 

56 This compares with the presently out- 
standing shares of common stock of 1,811,916 
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as to dividends in any year over the 
Class B to the extent, respectively, 
of $2,500,000 in the case of Consum- 
ers Power, $1,000,000 in the case of 
Ohio Edison and $500,000 in the 
case of Central Illinois, an aggregate 
of $4,000,000. Dividends would not 
be cumulative. The Class A would 
participate to the extent of 25 per 
cent in all dividends declared by the 
three companies over and above the 
respective amounts of the dividend 
preference; this participation would 
increase to 40 per cent (with an 
equivalent reduction in the participa- 
tion of the Class B) if within ten 
years any of the three companies re- 
duced its ratio of debt and preferred 
stock below 50 per cent of the “total 
value” of its depreciated property. In 
the event of liquidation the Class A 
would be entitled to 70 per cent and 
the Class B to 30 per cent of the avail- 
able assets. 

All the Class A stocks would be 
distributed to Commonwealth’s pre- 
ferred stockholders and all the Class 
B stocks to the common stockholders. 

The common stock of Southern In- 
diana would not be changed and, as in 
the Amended Plan, would be distribut- 
ed by Commonwealth to its existing 
preferred and common stockholders 
on an 85 per cent-15 per cent basis. 
Also, as in the Amended Plan, 
the capitalization of Commonwealth 
(which would continue to hold the 
southern subsidiaries) would be 
changed to 10,000,000 shares of new 
$5 per value common stock and 8,- 


_sumers Power, 


979,234 of these shares would be dis- 
tributed on an 85 per cent-15 per cent 
basis. The plan specifies that this 
Commission shall have the right to 
change the allocation of Common- 
wealth’s new common stock “if such 
change brings about a more fair and 
adequate distributions. Such change 
however, shall give the present pre- 
ferred stock not less than 30 per cent 
of the new common stock of Com- 
monwealth, and not more than 95 per 
cent of such new common stock.” 

In the event authorization to re- 
capitalize Consumers Power, Ohio 
Edison, and Central Illinois could not 
be obtained from the regulatory au- 
thorities having jurisdiction, the plan 
provides that the present common 
stocks of these companies would be 
allocated to Commonwealth’s pre- 
ferred and common stockholders on a 
70 per cent-30 per cent basis. The 
plan is subject to the condition that 
“as submitted by the author or as 
modified by the author or by Com- 
monwealth” it shall be approved by 
this Commission and by a majority 
of both the preferred and common 
stockholders of Commonwealth. 

The Shassol plan has the same 
status in these proceedings as the 
Snyder plan discussed above, and is 
to be viewed as the author’s state- 
ment of position rather than as a plan 
having a status comparable with that 
of the company’s plan. We therefore 
treat it as argument in favor of sub- 
dividing the common stocks of Con- 
Ohio Edison, and 





(to be decreased to 1,795,847 under the 
Amended Plan) for Consumers Power; 1,- 
436,920 (to be increased to 1,795,847 under 
the Amended Plan) for Ohio Edison; and 
210,000 (to be increased to 359,170 under the 


Amended Plan) for Central Illinois. 
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The plan does not indicate what par or 
stated value would be assigned to the A and 
B shares or what changes would be necessary 
in the aggregate book values of the present 
common stocks of these subsidiaries. 
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Central Illinois into a sort of junior 
preferred stock and common stock, in 
a manner resembling that adopted in 
Re The United Gas Improv. Co.” and 
more recently rejected in Re Northern 
States Power Co.™ It is objection- 
able in that it would further stratify 
the capital structures of subsidiaries 
already burdened with large amounts 
of debt and preferred stock,” and 
must be rejected for reasons similar 
to those given in the Northern States 
decision. We need not, therefore, dis- 
cuss certain other aspects of the Shas- 
sol plan which fail to meet the require- 
ments of the act. 


V. Conclusion 


We have held that we can find the 
Amended Plan fair and equitable and 
otherwise acceptable under the appli- 
cable statutory standards if it is 


amended with respect to the nomina- 
tion and election of the new board of 
directors of Commonwealth following 
reorganization, with respect to cumu- 
lative voting at all elections of direc- 


tors, and with respect to the voting 
rights of the preferred stock of Cop. 
sumers Power and Southern Indiana. 

We shall withhold entry of an order 
on the plan for fifteen days pending 
amendment by Commonwealth. If the 
plan is appropriately amended in the 
respects indicated, we shall approve it 
and permit it to be submitted to 
stockholders as provided in the 
Amended Plan. Commonwealth has 
requested that our order contain the 
recitals required by §§ 371(f) and 
1808(f) of the Internal Revenue 
Code. If the plan is amended in ac- 
cordance with this opinion, our order 
approving the plan will so provide. 

If the plan thereafter receives the 
stockholders’ approval, we shall make 
application, pursuant to the request of 
Commonwealth, for court enforce- 
ment. If the amendments are not 
made, or if the plan does not receive 
a favorable vote of stockholders, we 
shall then consider what further ac- 
tion should be taken in these proceed- 
ings. 





57 (1943) Holding Company Act Release 
No. 4173, 47 PUR(NS) 289. 

58 Holding Company Act Release No. 5745, 
April 26, 1945. 

® For example, Consumers Power Company 
already has outstanding debt and preferred 
stock equal to about 83 per cent of total 
capitalization and surplus, leaving but 17 


per cent for the junior equity which would be 
further subdivided under the Shassol plan. 
Cf. Re Consumers Power Co. (1939) 6 SEC 
444, 33 PUR(NS) 321. Interest and pre- 
ferred dividend requirements of this company 
were covered only 1.55 times on the basis of 
earnings reported for the year 1943 
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WISCONSIN PUBLIC SERVICE COMMISSION 


Re City of Menasha 


2-U-1640 
May 9, 1945 


A for revision of municipal plant water rates; on 
reopening of order in (1944) 57 PUR(NS) 510, rate 
schedule modified. 


Return, § 100 — Municipal water utility. 
1. Rates were prescribed for a municipal water utility to provide a return 
of about 5 per cent on the net rate base, p. 123. 


Rates, § 595 — Water — Cost determination. 
2. Water rates are not shown to be inadequate because insufficient to 
meet the cost of pumpage by showing the average unit cost determined 
by dividing expenses of supply, pumping, purification, and distribution 
by total gallons pumped and adding depreciation and taxes, divided by the 
gallons pumped, without consideration of the substantial fixed and constant 
costs properly allocable to fire-protection service, p. 123. 


Apportionment, § 41 — Water utility — Expenses. 
3. The several categories of expenses of a water utility must be properly 
allocated to classes and kinds of service after total revenue requirements 
have been determined, the two principal. categories being general service 
and fire-protection ‘service, p. 123. 


Apportionment, § 42 — Water utility — Fire-protection expense. 
4. Costs incurred in fire-protection service are almost entirely of a stand- 
by nature and cannot be determined by the use of the average cost of all 
water furnished by the utility; they consist almost entirely of capacity 
costs and must be determined by allocation as between general service and 
fire-protection service, p. 123. 


Apportionment, § 41 — Water utility — Capacity costs. 
5. Capacity costs predominate within the general service classification of 
a water utility, although output costs are important and must be given due 
consideration; and the demands which the various general service cus- 
tomers are capable of placing upon the system constitute the proper basis 
for allocating capacity costs, these demands being determined from the 
size of meter connections, p. 124. 


§ 603 — Water — Minimum charge — Capacity and output costs. 


6. An initial service or minimum charge for general service of a water 
utility may properly be designed to recover not only the capacity cost in- 
volved but also the output cost of furnishing a limited amount of water, 
although if for any such minimum charge water is furnished in excess 
of such limited amount, then full costs are not recovered, and a rate so 
designed would be unreasonable and in most cases discriminatory, p. 124. 
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Discrimination, § 129 — Rate preferences — Fire-protection service. 

7. A hydrant rate of a municipal water utility would be discriminatory 
when, in view of cost allocations, it would be necessary to shift a sy}. 
stantial amount of the cost of fire-protection service to general service 
p. 125. 

Discrimination, § 129 — Rate preferences — Fire-protection service. 

8. A municipal water utility may charge less for fire-protection service 
than it is entitled to charge so long as the amount which the utility thus 
forgoes is not required to be made up from charges for service to other 
consumers, p. 125. 

Rates, § 430 — Municipal plant — Fire-protection charges — Hydrant basis, 
9. Rates for fire-protection service of a municipal water utility cannot be 
properly based upon a per-hydrant charge, since the number of hydrants 
in use does not have a material bearing upon the cost of the service, 
p. 125. 


> 


By the ComMIssION : Water Department applied for rehear- 

ing. Although the right to rehear- 

Order on Reopening ing, swqeeg to § 196.405(1) of the 

statutes had expired by the date the 

Under date of August 22, 1940, the application was starts the Commis- 

city of Menasha, as a water utility, sion by order dated February 3, 1945, 

filed a petition to increase rates by reopened the proceeding and _ issued 
the elimination from its rate schedule  potice of further hearing. 

of the two lowest blocks thereof. Fol- Hearing at Madison, February 21, 


lowing hearing thereon, it was dis- 1945, before Commissioner Whitney. 
closed that the utility was primarily 


concerned with a temporary revision APPEARANCES: Menasha Water 
in rates to enable it to obtain experi- and Light Commission, by M. F. 
ence upon which to base a permanent Crowley, Attorney, Members of the 
change in rates. After further hear- Water and Light Commission, M. 0. 
ing a temporary schedule was pre- Clinton, R. 2 Frieders, A, F. Wicke- 
scribed by order dated February 6, ham, John Jedwabny, and P. E 
1941. Widsteen; of the Commission staff: 
H. T. Ferguson, Chief Counsel, H. J. 

Under date of July 12, 1944, request O'Leary, Chief Rates and ots | 
was made by the Menasha Water Department, and P. A. Reynolds, 


Department that the Commission Rate Analyst, Rates and Research 
proceed with a further hearing in or- Department. 


der to establish a permanent schedule 
of rates. Following such hearing on 
September 1, 1944, the Commission, 
by order dated December 22, 1944, 


In its petition for rehearing the 
Menasha Water Utility alleged: 
1. “That said rates as submitted 


57 PUR(NS) 510, prescribed a re- to be followed and charged compels 


the Commission to furnish water to 

the consumers at less than the cost of 
On January 17, 1945, the Menasha pumpage. 
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2. “That said rates as proposed by 
the order do not give the return on 
earnings to the Commission as pur- 
ported by said order so to do. 

3. “That said rates as proposed by 
said order are not practicable to 
operate said water utility.” 

[1] The question of the insufficiency 
of the return permitted by the Com- 
mission’s order of December 22, 1944, 
supra, arose due to a misunderstand- 
ing of the utility’s application. The 
present record clarifies that issue and 
an adjustment in rates will be made 
herein so as to provide the utility 
with a return of approximately $30,- 
000 or about 5 per cent on a net rate 
base which for this proceeding is as- 
sumed to be $606,720. 

[2] The utility alleges that the 
rates prescribed require it to furnish 
water at less than cost of pumpage. 
In support of this contention the util- 
ity presented certain exhibits and tes- 
timony purporting to show the cost of 
pumpage and the cost of delivering 
water in the mains. By dividing the 
source of supply, pumping, purifica- 
tion, and distribution expenses by the 
total gallons pumped, the utility 
arrived at an operating cost of about 
5.5 cents per thousand gallons de- 
livered exclusive of fixed charges. 
By adding depreciation and taxes and 
dividing by the gallons pumped, the 
applicant derives a cost of 9.92 cents 
per thousand gallons pumped. 


Obviously the foregoing calcula- 
tions represent only average unit costs. 
Their relationship to actual, properly 


allocated costs is remote. No consid- 
eration is given in such calculations to 
the substantial fixed and constant 
costs which properly are allocable to 
fire-protection service. Apparently 
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the utility made no attempt to sepa- 
rate and allocate the fixed, constant, 
and variable costs applicable to the 
various classes of service rendered. 
In the absence of such determination, 
the average costs which have been 
calculated are meaningless. 

While the general methods used by 
the Commission in determining costs 
of water service have been set forth 
many times over a long period of 
years, we believe it would be helpful 
to set forth herein in summary fashion 
the fundamental principles which are 
applicable and which justify the meth- 
ods so used. 

A water utility must be prepared 
at all times to furnish to all of its cus- 
tomers an adequate supply of pure 
and palatable water at a proper pres- 
sure so that such water will always 
be available for the user. To meet 
such requirements entails the erection 
of a plant consisting of source of sup- 
ply facilities, pumping, storage, and 
purification equipment, mains and 
hydrants of ample capacity, meters, 
and services. For the most part, the 
extent of the facilities above enumer- 
ated is based more upon the maximum 
potential demand for service than on 
the volume of water used. Conse- 
quently, a large proportion of the ex- 
penses associated therewith are in the 
nature of fixed and constant costs 
which do not vary with the amount 
of water pumped or sold. A rela- 
tively smaller proportion of the 
expenses, such as pumping and puri- 
fication expenses, tend to vary di- 
rectly with the volume of water out- 
put. 

[3, 4] After total revenue require- 
ments have been determined, it is 
necessary in designing a proper rate 
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schedule that the several categories 
of expenses be properly allocated to 
the classes and kinds of service fur- 
nished. The two principal categories 
of service furnished are general serv- 
ice and fire-protection service. The 
fallacy of using the average cost of 
furnishing any quantity of water in 
the determination of rates is well dem- 
onstrated in the case of fire-protection 
service. Normally the volume of 
water involved in furnishing such 
service is negligible. At the most, a 
few fire streams a year used for pe- 
riods at a pressure sufficient to combat 
the entire volume of water used. 
However, the necessity for furnishing 
a large volume of water for short pe- 
riods at a pressure sufficient to combat 
fires has a pronounced effect on the 
extent of plant facilities which must be 
installed. Aside from the relatively 
small investment in special facilities, 
such as hydrants and connections, 
Oversize mains must be provided and 
source of supply, pumping and storage 
facilities must be of such size as to 
meet the heavy draught of water re- 
quired to combat fires. The costs in- 
curred in such service are almost en- 
tirely of a standby nature and could 
not possibly be determined by the use 
of the average cost of all water fur- 
nished by the utility. They consist 
almost entirely of capacity costs and 
must be determined by allocation as 
between general service and fire-pro- 
tection service. 

[5, 6] Within the general service 
classification capacity costs predomi- 
nate although output costs are im- 
portant and must be given due con- 
sideration. The demands which the 
various general service customers are 
capable of placing upon the system 
59 PUR(NS) 


constitute the proper basis for allocat. 
ing capacity costs. These demands are 
determined from the size of meter 
connections. In this state, under 
methods followed by this Commission 
for many years, it is almost a universal 
practice to establish general service 
rates in such a fashion that most of 
the capacity costs are recovered from 
the customer by an initial service or 
minimum charge under which a fixed 
but limited amount of water is made 
available. Such minimum charge may 
properly be designed to recover not 
only the capacity cost involved, but 
also the output cost of furnishing a 
limited amount of water. But if for 
any such minimum charge water is 
furnished in excess of such limited 
amount, then full costs are not re- 
covered, and a rate so designed would 
be unreasonable and in most cases dis- 
criminatory. With a schedule prop- 
erly designed so as to recover most of 
the capacity costs in the service charge 
or minimum bill, it is possible to de- 
sign reasonable rates for output or 
volumetric charges which ultimately, 
for large users, are only slightly in 
excess of the out-of-pocket cost in- 
volved in furnishing water to such 
users. 


Large users who take service in 
fairly uniform amounts throughout 
the year absorb a considerable burden 
of the capacity costs, and improve the 
utility’s load factor, thereby reducing 


unit costs. The loss of such custom- 
ers would relieve the utility only of 
the output costs involved in their serv- 
ice and would leave a larger burden of 
capacity costs to be shared by the re- 
maining customers. The importance 
of such customers to the Menasha 
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Water Utility is demonstrated by the 
wt that industrial users take about 
M) per cent of the water, whereas 
sidential users represent about 92 
vr cent of the customers. 

The application of the foregoing 


Depreciation 
Return 5% on rate base 


Total fixed charges 


Total cost 


1939 revenues 
Deficit on 5% return 


1943 revenues 
Deficit on 5% return 


[7-9] If the utility is to earn 5 per 
rent on its indicated rate base, under 
the most logical procedure there 
should be no reduction in rates to 
any class of customers. To put into 
effect an $80-per-hydrant rate as pro- 
posed by applicant and still earn a full 
return would necessitate shifting 
about $6,500 of the indicated cost of 
fire-protection service to general serv- 
ice. This procedure would be dis- 
criminatory. At $80-per-hydrant rev- 
enues of approximately $17,440 would 
be available from fire-protection serv- 
ice. Compared to the costs, this would 
cover all operating and other expenses 
except the return, which would be re- 
duced to $4,180 or to 1.97 per cent 
on the rate base assigned to this class 
of service. This loss should not 
under any circumstances be shifted to 
general service. 
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principles of cost allocation results in 
the following allocations based upon 
1939 operations (1939 is con- 
sidered to represent a more normal 
year): 


Total Fire- 
Cost of General protection 
Operation Service Service 
$11,628.51 $8,802.36 $2,826.15 
32,360.42 30,742.40 1,618.02 
4,734.89 








$44,279.65 


$6,153.00 
9,693.00 
19,597.00 


$35,443.00 


$79,722.65 


57,404.98 
22,317.67 











$19,423.00 


$23,999.22 


18,658.90 
5,340.32 


19,057.44 
4,941.34 








$103,721.87 


76,063.88 
27,657.99 


83,142.30 64,084.86 
20,579.57 15,638.23 
Testimony and exhibits were pre- 
sented to indicate that the schedule 
proposed by the Commission, if prop- 
erly applied so as to limit the amount 
of water included in the minimum 
bill to a fixed amount, would, no 
doubt, result in the installation of 
smaller meters for certain customers. 
Although our past experience would 
indicate a relatively slight shift, we 
have included a very liberal allowance 
for this factor in estimating the rev- 
enues under the rate schedule ordered 
herein. 


The schedule of rates proposed by 
the applicant would reduce revenues 
from residential customers by about 
5 per cent. Under the proposal this 
loss would be made up by larger in- 
creases to industrial customers. Such 
a readjustment is not warranted on 
the basis of a fair and reasonable al- 


59 PUR(NS) 





WISCONSIN PUBLIC SERVICE COMMISSION 


location of costs. The applicant also 
proposes to place in effect a fire-pro- 
tection rate of $80 per hydrant. Un- 
der that schedule, fire-protection serv- 
ice would yield revenues about $6,500 
per year less than full allocated cost 
including 5 per cent for return. The 
deficiency in revenue from such serv- 
ice should not be added to the costs 
borne by general-service customers. 
However, if the utility desires a rate 
for fire-protection service which would 
yield an annual net revenue of about 
$17,440 (resulting in a rate of return 
of slightly less than 2 per cent on the 
value of property assigned to such 
service), it should be permitted to do 
so but only on condition that it accept 
a reduction in the return from that 
class of service, and that no part of 
such deficiency be included in the cost 
of general service. Rates for fite-pro- 


tection service cannot be properly 
based upon a per-hydrant charge since 
the number of hydrants in use does 
not have a material bearing upon the 


cost of the service. Our order will, 
therefore, provide for optional or 
alternative rates for fire-protection 
service, one based upon full cost of 
such service and an estimated 5 per 
cent rate of return therefrom, and the 
other based upon a lesser return re- 
sulting from a lower charge for such 
service. 


It will be noted from the table on 
page 6 that upon the basis of full al- 
located costs, including 5 per cent for 
return, the following are obtained: 
1939 revenues result in a deficit from 
general service of $22,317.67 and fire- 
protection service of $5,340.32, or a 
total of $27,657.99; 1943 revenues 
result in deficits from general service 
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of $15,638.23 and fire-protection s 
ice of $4,941.34, or a total of $20,579, 
57. The rate schedules ordered her 
in are designed to increase revenye 
from general service by approximate 
$15,660 per year, after liberal alloy 
ance for reductions in meter size 
The full-cost fire-protection rate 4 
$24,000 per year is $5,342 high 
than the 1939 charge and $4,823 high 
er than the 1943 charge. We have re. 
viewed operating revenues and e 
penses for’ both 1943 and 1944 anj 
are satisfied that the proposed rate 
will yield the utility a full 5 per cent 
return upon a net rate base of $606, 
720. However, such increased rev. 
enues will be secured only if the sched- 
ule of rates is properly applied so as 
to limit the amount of water furnished 
under the minimum to 3,000 gallons 
per month irrespective of the size of 
the meter. 


Finding 

The Commission finds: 

1. That the schedule of rates as pro- 
vided in the order of December 22, 
1944, 57 PUR(NS) 510, should bh 
modified. 

2. That the schedule of rates as 


hereinafter ordered is fair and rea 
sonable. 


ORDER 


It is therefore ordered: 

That the rates set forth in the 
schedule attached hereto as Appen- 
dix A are hereby prescribed to be 
charged by the city of Menasha asa 
water public utility of this state, the 
same to be effective upon the first bill 
ing date of said utility subsequent to 
this order. 
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Exhibit A 
Municipal Fire-Protection Service 

It will be optional with the utility 
to elect to apply a basic charge as at 
June 1, 1945, of either $24,000 or 
$17,440 per annum for fire protection 
grvice supplied to the city, depend- 
ing upon whether it is satisfied to re- 
ceive a lower return on this class of 
grvice. This charge shall cover the 
use of mains and hydrants up to and 
inluding the terminal hydrant and 
connection on each line of main exist- 
ing on May 1, 1945. 

For all extensions of fire-protection 
srvice a charge of 10 cents net per 
lineal foot of pipe shall be assessed per 
annum on the basis of the length of 
main put into use between hydrants 
placed, plus a fixed charge of $10 net 
per hydrant set for each hydrant add- 
ed to the system. 

All bills for fire-protection service 
shall be rendered monthly and shall 
be for the charges which have accrued 
up to and including the last day of the 
month for which such bills are ren- 
dered for the service as above set 
forth. 


This service shall include the use 
of hydrants for fire protection only 
and such quantities of water as may 
be demanded for the purpose of ex- 
tinguishing fire only. For all other 
purposes the meter rates set forth here- 
in shall apply. 


General Service—Minimum Charges 
Size of Meter Per Month 
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Consumption Charge 

First 3,000 gals. used per mo.—min. bill for 
each size meter. 

Next 15,000 gals. used per mo.—25¢ net per 
M gallons. 

Next 182,000 gals used per mo.—1l6¢ net per 
M gallons. 

Next 250,000 gals used per mo.—10¢ net per 
M gallons. 

Next 550,000 gals. used per mo.—6¢ net per 
M gallons. 

Next 5,000,000 gals. used per mo.—5¢ net per 
M gallons. 

Over 6,000,000 gals. used per mo.—4¢ net per 
M gallons. 


In case of compound meters, the 
larger meter to determine the mini- 
mum charge. 

There shall be an additional month- 
ly charge to the minimum charge on 
all compound meters owned by the 
city of Menasha as a water utility, as 
follows : 


8-inch and 4-inch combination 
12-inch and 6-inch combination 


General Service Payment of Bills 
All bills, except bills for special 
readings, or for special purposes, and 
bills for public service, shall be dated 
on the last day of the month prior to 
the month in which bills are due and 


payable. Bills may be rendered at the 
net rates as hereinbefore set forth, plus 
a penalty of 10 per cent, the deduction 
of which is allowed providing payment 
is made on or before the 10th day of 
the month following the date of the 
bill. If the 10th day of the month 
falls on a legal holiday, the penalty 
will not be enforced until the 12th, or 
after the next business day. The 
penalty will be waived on all bills 
accompanied by a remittance that has 
been postmarked not later than the 
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close of the business day on the 10th 
day of the month. 

The penalty will be waived after the 
expiration of the net payment period 
once in every twelve monthly bill- 
ings. 

All delinquent consumers shall be 
subject to discontinuance of service. 
In such cases before service will be 
restored, a charge of $2 shall be col- 
lected to cover the cost of labor and 
incidentals in connection with the 
shut-off and turning on. 


Private Fire-Protection Service—Un- 
metered 

This service may consist of connec- 
tions for automatic sprinklers, private 
hydrants and standpipes (where same 
are connected permanently or con- 
tinuously to the mains) and private 
hydrants and shall be entirely distinct 
from any other service rendered a 
consumer. 


Charge 
per Annum 


Size of 
Connection 
4” 

6” 

8” 

10” 
12” 


For metered private fire-protection 


service the customer shall furnish the 
meter and setting where valves, drains 
etc., are sealed and water is used only 
for fighting fires or testing. The fla 
rates referred to above will apply, plus 
any registration on meter due to leak. 
age or illegal connections, which will 
be billed at the prevailing rate fo, 
water only. 


For fully metered private fire-pro- 
tection service where hydrants, at- 
tachments, etc., are also used for other 
than fire-fighting purposes, water shall 
be billed at the prevailing rate consist. 
ing of output charges and minimum 
service charges for general service. In 
this case the utility will furnish the 
meter. 


For a metered tap on a private fire- 
protection main, the metered water 
rates for general service, output 
charges and graduated minimum and 
service charges, will prevail in addi- 
tion to the charge for private fire-pro- 
tection service. 


Billing rule for private fire-protec- 
tion service may be established on @ 
monthly or quarterly basis, as deter 
mined by the utility. 
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Industrial Progress 


a Selected information about products, supplies, and 


services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


Davey Portable Equipment 
Fills Emergency Need 


HE police and fire departments. of Little 

Rock, Arkansas, have found the WF-5 
Da-V-Lite portable power unit, manufactured 
by Davey Compressor Company, Kent, Ohio, 
and purchased by the Little Rock Electric De- 
partment, a piece of equipment that fills a real 
emergency need, according to a recent an- 
nouncement. 

Victor H. Beals, superintendent of Little 
Rock’s Electric Department tells how the 
Da-V-Lite helped the police department find 
the body of a drowned person during the night. 

The fire department called upon Mr. Beals 
and the Da-V-Lite for help when a warehouse 
filled with several thousand bales of hay caught 
on fire. With the help of the powerful flood- 
lights, firemen could see better through the 
dense smoke to fight the fire. 

Mr. Beals reports that with the help of the 
Da-V-Lite, a main-line power feeder put out 
of service by a falling tree during the evening 
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=/rofidalile Results 


op 00,9 $ aptat'o°y 0 20% %ele ‘ 
Because you get maximum sulphur removal per 
pound of oxide. Lavino Activated Oxide is 
made especially for maximum activity and 
capacity, maximum trace removal and shock 
resistance. Comparing cost, performance and 
savings, we believe Lavino Activated Oxide has 
no close rival. 


For more information about its remarkable 
record, just write a note on your letterhead to 


E. J. LAVINO AND COMPANY 
1528 Walnut St., Philadelphia 2, Pa. 
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was repaired in less than an hour. Before the 
purchase of the light, this type of job usually 
required about five hours. 

Recently, the Da-V-Lite again solved a tough 
problem for the Little Rock Electric Depart- 
ment during the process of cutting over from 
an old substation to its new 9,000-kilovolt am- 
peres substation.. While cutting over, it was 
necessary to discontinue service all over town. 
With the aid of the Da-V-Lite, which supplied 
both light to work by and power to operate the 
lighting panel in the power plant office, the 
Electric Department accomplished the job in 
two and one-half hours instead of six hours, 
which would have been required without the 
Da-V-Lite. 


Westinghouse Publishes New 
Electrical Living Booklet 


| hes distribution by utilities and dealers, a 
new 8-page booklet “Better Living Means 
Electrical Living” is announced by Westing- 
house Electric Corporation. 

Designed to help consumers plan ahead so 
that electrical equipment can be added with- 
out rewiring, the new booklet includes photo- 
graphs and sketches of electrical appliances 
and equipment. The benefits of electrical living 
are discussed, and>essentials of good wiring 
listed. 

Dealers and utilities may secure quantity 
supplies of Booklet B-3602 from Westinghouse 
distributors, and sample copies are available 
from P. O. Box 868, Westinghouse Electric 
Corporation, 306 Fourth avenue, Pittsburgh 30, 
Pennsylvania. 


Marmon-Herrington Announces 
New All-Wheel-Drive Trucks 


Wwaus the announcement of new heavy- 
duty All-Wheel-Drive trucks for civil- 
ian purposes, postwar planning takes definite 
action at Marmon-Herrington Company, Inc., 
Indianapolis, Indiana. 

Production is scheduled to start soon, and 
is to be concentrated on two models—Model 
MH555-4 and Model MH440-4. The larger of 
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“MASTER*LIGHTS” 
© Portable Battery Hand Lights. 
® Repair Car Roof Searchlights. 


© Hospital Emergency Lights. 





CARPENTER MFG. CO. 
197 Sidney St., Mass. 


“MAS tienT'maneks™ 
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PORTABLE UNIT SUBSTATIONS 


/ PROVIDE EMERGENCY POWER 
/ RELIEVE OVERLOADED SUBSTATIONS 
'/ REDUCE MAINTENANCE EXPENSE 
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ch unit is a fully equipped power sub- 
ation, mounted on wheels, ready to 
at a moment's notice, to any point 
the system where supplementary or 
mporary power is required. Extra ca- 
city can be thus easily and quickly 
pplied to relieve overloaded substa- 
ms or to furnish emergency power 
here permanent facilities are out of 
ice. In addition to emergency and 
pplemental uses, Pennsylvania Port- 
Unit Substations can also carry the 
d of permanent facilities, temporarily, 
permitting maintenance at most 
nvenient times. Overtime maintenance 
pense can be materially reduced as 
result. 


The Pennsylvania Portable Unit Sub- 
tion, illustrated, is complete in every 
tail including a high voltage, oil-filled 
itch with a quick-break mechanism 

making and breaking the magnetiz- 
g current; and a 50,000 Kva oil circuit 
taker on the low side, with overcur- 
tnt protection. Auxiliary transformers, 
bunted in the main tank, furnish con- 


trol power for operating the oil cooling 
pump and fan, and for closing and trip- 
ping the oil circuit breaker which is 
equipped with a solenoid-rectifier clos- 
ing mechanism and capacitor trip. Forced 
oil cooling reduces size and weight to 
a minimum. 


Write for full information. 





Pennsylvania Transformer Company also 
builds permanently installed Unit Substations 


& & 
Double Ended Unit Substation consisting of two 
3750 Kve O.1.S.C., (5000 Kva forced ait cooled) 
3 phase, 12000 V.Y.—2400 V. delta transformer 
and 250,000 Kva outdoor metal clad switch gear. 





RANSFORMER COMPANY ‘°*mssuncnna” 
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Why dig through a 


PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly — 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 


L-M Elbows, with compression units 

iving a dependable grip on both con- 

uctors. Also Straight Connectors and 
Tees with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


Vi-Tite Terminals for quick 
installation and easy taping. 
Also sleeve type terminals, 
screw type, shrink fit, etc. etc. 


Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. ‘Write for Catalog. 


_PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


PENN-UNION 
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(Continued from Page 33) 
these, Model MH555-4, will be powered by 
131 h.p. engine, on a wheelbase of 161 inched 
with a permissible gross loaded weight of 7 
000 Ibs. on 11.00 x 20 tires. Slightly : 
Model MH440-4 will be powered by a 118 
engine, on a wheelbase of 158 inches, with 
permissible gross loaded weight of 22,500 jj 
on 10.00 x 20 tires. Both models will haye j 
forward speeds and 4 reverse, 

Retaining the many well-known Marmo 
Herrington features (low center of grayi 
greater approach angle, constant velocity stee 
ing and joints, etc.) these new All-Whe 
Drives will embody also numerous design 
construction refinements—new double-redyc 
tion axles, powerful air brakes, and a re 
steering gear design which makes for easie 
and more positive steering control. Cabs hay, 
been redesigned and streamlined for great 
comfort and beauty, while wider, more grace 
ful fenders not only are better to look at, by 
provide greater protection. 

In addition to these new models, the Mar 
mon-Herrington Company is also getting bac 
into production, for commercial purposes, oj 
pets All-Wheel-Drive conversions of Ford ye 
icles. 

Specifications and full information on thes 
new All-Wheel-Drive trucks and Ford conver 
sions may be obtained from Marmon-Herring 
ton déalers, or by writing direct to the Mar 
mon-Herrington Company, Inc., Indianapuli 
7, Indiana. Since production necessarily wil 
be limited at first, early inquiries are suggested 


DAVEY TREE TRIMMING SERVICE 


1846 1923 


JOHN DAVEY 


Founder of Tree Surgery 


DAVEY 


TrEE TRIMMING 
FOR 


Line CLEARANCE 


Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 
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MICA 
CAPACITORS 


* The many processes that are required in pro- 
ducing SANGAMO MICA CAPACITORS in- 
volve numerous critical operations. Some of these 


are MICA SPLITTING, MICA GAUGING, 
MICA PUNCHING, MICA INSPECTION, and 
CAPACITOR STACKING. 


* To achieve EXCELLENCE, a well planned, 
effective quality control is maintained every step 
of the way. Skilled operators have the most mod- 
ern mechanical equipment with which to work. 
This, together with competent supervision, has 
enabled SANGAMO to play an important part 
in meeting the heavy and exacting requirements 
of wartime America. 


* The complete line of SAN- 
GAMO MICA CAPACITORS 
merits every confidence of the 
most exacting user of awe | 


VJ 
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SANGAMO ELECTRIC COMPANY :: 
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Direct Firing of 


PULVERIZED ANTHRACIT| 


1935 —1945 


The first Direct Fired in- First Central Station Steam Gener 
stallation of Pulverized An- tors for Direct Firing of Pulveri 
thracite was made inalarge Anthracite. 
New Jersey paper mill in 

1935. 














Six more industrial installations 
have since been made fo fire this 
same FW system in capacities up 
to 175,000 lb. of steam per hour. 
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Important savings have been 
realized from the use of low grade 


Anthracite, and a new source of 











fuel has been made available. amie Deepa here bl ee 


Two of the above units have been ordered for the Hunk 
Creek Plant of Luzerne County Gas and Electric Co. for |75 
000 Ib. steam per hour, each. 


FOSTER WHEELER CORPORATION e@ 165 BROADWAY, NEW YORK 6, N. 


mW FOSTER WHEELER W 
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INDUSTRIAL BUILDINGS 


PIPE LINES 


PETROLEUM EQUIPMENT 





LARGE VALVES TRANSMISSION TOWERS 








For precision steel fabrication—handled 
quickly and capably—call in Consol- 
idated Steel Corporation,5700 South 
Eastern Avenue, Los Angeles 22, Calif. 
Other plants at Long Beach, Wilmington, 
Newport Beach,Calif.; Orange,Texas. 


largest Independent in the West 


i! 





Consolidated Steel 


FABRICATORS 


ENGINEERS 


CRAFTSMEN 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, dasign, and construction. » >» » 





Bore 


Tar American Aprpraisat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
end other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








osx FOF, Bacon « Davis, anc. nar cae 


APPRAISALS 


CONSTRUCTION Engineers 
VALUATIONS AND REPORTS 
NEW YORK PHILADELPHIA WASHINGTON CHICAGO 








GILBERT ASSOCIATES, Inc. 


SPECIALISTS 


ay Hydro, POWER ENGINEERING SINCE 1906 pissing and Expediting 
Rates, Research, Reports, 


Designs and Construction, Serving Utilities and Industrials 
Personnel Relations, 


Operating Betterments, 
Reading, Pa. Original Cost Accounting, 


Inspections and Surveys, 
Feed Water Treatment, Washington New York Accident Prevention, 














FREDERIC R. HARRIS, INC. 
Engineers * Constructors Management 
Reports Appraisals. Valuations 

NEW YORK 
Knoxville San Francisco Houston 
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WILLIAM 8S. LEFFLER = Economists 
SPECIALIZING IN 
COST ANALYSIS—Unit Cost Determinations 
RATE RESEARCH — OPERATING REPORTS 


on 
ELECTRIC — WATER — GAS Utility Operations 
Neoroten, Connecticut 








LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








CHAS. T. MAIN, INC. 
ARCHITECTS — ENGINEERS 
Power Surveys—lInvestigations-—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 


Boston, Mass. =-=- Washington, D. C. 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 


Consulting Engineering Mergers 
Public Utility Affairs including Integration 





s 


rediting, 
Reports, 
itions, 
uating, 
otioa, 





PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION - 
CONSULTING ENGINEERS 
DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL. 














Chlcago 


SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
New York Sea Francisce 





a 
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Sargent & Lundy 


ENGINEERS 
Steam and Electric Plants 
Utilities—Iindustrials 
Studies—Re ports—Design—Supervision 
Chicago 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING * APPRAISALS 


BOSTON « NEWYORK + CHICAGO «+ HOUSTON « PITTSBURGH 
SAN FRANCISCO «+ LOS ANGELES 











WELSBACH ENGINEERING and MANAGEMENT CORPORATION 
Utility Appraisals « Engineering » Construction + Street Lighting Maintenance 


Consultants on All Phases Utility Operations 
ag General Office: 1500 Walnut St., Philadelphia 2 








The J.G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—A ppraisals 
Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 








ALBRIGHT & FRIEL, INC. BLACK & VEATCH 


Consulting Engineers 
Water, Sewage and Industrial Waste Problems CONSULTING ENGINEERS 
Airfields, a re pg ee) u. Power Plants Appraisals, investigations and re- 
ndustria uildings : iat 
. ‘ . ports, design and supervision of cen- 
City Planning dieu Valuations struction of Public Utility Properties 


1520 Locust Street Philadelphia 2 was mOnaway KANSAS CIV. “0 











BARKER & WHEELER, ENGINEERS EARL L. CARTER 


DESIGNS AND CONSTRUCTION — OPERATING Consulting Engineer 

BETTERMENTS — COMPLETE OFFICE SYSTEMS — REGISTERED IN INDIANA, NEW YORK, OH!0. 
MANAGEMENT — APPRAISALS — RATES PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 

11 PARK PLACE, NEW YORK CITY Original Cost Studies. 


36 STATE STREET, ALBANY, N. Y. 910 Electric Building Indianapolis, Ind. 











Mention the FortNIGHTLY—I¢ identifies your inquiry 














igust 16, 





nst 16, 1945 


Public Utilities Rortnightly 











PROFESSIONAL DIRECTORY 
(concluded) 








Ww. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


New York 






55 Liberty Street 
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in connection with 
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MANFRED K. TOEPPEN 
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$13,855,000 
Washington Gas Light Company 


Refunding Mortgage Bonds 
3%% Series due 1970 


The First Boston Corporation 


These Bonds were placed privately with certain institutions purchasing them for investment. $12,930,000 
of the Bonds were placed by the undersigned and $925,000 by the Company. They are not 
offered for sale and this announcement appears as a matter of record only. 








Mention the FortniGHtLy—It identifies your inquiry 




























Public Utilities Fortnightly 





INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


*Addressograph-Multigraph Corp. ....................... 
Albright & Friel, Inc., Engineers 
American Appraisal Company, The ........................ 


B 


*Babcock & Wilcox C y, The 
Baldwin Locomotive Works, The 
Barber Gas Burner C pany, The 
Barker & Wheeler, Engineers 
Black & Veatch, Consulting Engineers 
Blaw-Knox Division of Blaw-Knox 
Company ....... 
Burroughs Adding Machine Co. 




















Cc 


Carpenter Manufacturing C pany 
Carter, Earl L., Consulting Engineer ... 
Cleveland Trencher Co., The i 
*Combustion Engineering Company, Inc. -.......... 
Consolidated Steel Corp., Ltd. 
*Coxhead, Ralph C., Corporation .... 
Crescent Insulated Wire & Cable Co., Inc. 

Inside Front Cover 
*Cummins Business Machine Division 





D 


Davey Compressor Company 
Davey Tree Expert Company 
Day & Zimmermann, Inc., Engineers 


E 


Egry Register Company, The 

Electric Storage Battery Company, The 
Electrical Testing Laboratories, Ine. ...................... 40 
Elliott Company 


First Boston Corporation 
Ford, Bacon & Davis, Inc., Engineers 

Ferd Motor Company Inside Back Cover 
Foster Wheeler Corporation 38 








G 


General Electric Company 

Gilbert Associates, Inc., Engineers 

Gilman, W. C., & Company, Engineers 

Grinnell Company, Ie ........---.-.---.----...ceee-eeeeeneeenneeeene 
H 


Harris, Frederic BR., Ume, 22.0... .22........ecccseeececccensecseresee 


I 
International Harvester Company, Inc. 
Professional Directory 


*Fortnightly advertisers not in this issue. 


J 


Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers 
Johns- Manville 





Kinnear Manufacturing Company, The ____ 
*Kuhiman Electric Company . 


nen encereseveenenress: +s seca, 


L 


Lavino, E. J., and Company 

Leffier, William 8., Engineers ....... 
Loeb and Eames, Engineers ~............ 
Lucas & Luick, Engineers 





Main, Chas. T., Inc. ; 
Manning, J. H., & Company, Engineers —.__ 
*Marmon-Herrington Co., Ine. ............. 2 : 
Merce Nordstrom Valve Company ............. 








Mercoid Corporation, The 


N 





Neptune Meter Company 
Newport News Shipbuilding & Dry Dock Co, — 


P 


Pennsylvania Transformer Company ......... 
Penn-Union Electric Corp. 
Pittsburgh Equitable Meter Company ....... 
Public Utility Engineering & Service 
Corporation 








Railway & Industrial Engineering Company... 
Recording & Statistical Corp. -................... atilaiit 
Remington Rand Inc. 
Ridge Tool C pany, The 
Riley Stoker Corporatin 











Sanderson & Porter, Engineers .. 

Sangamo Electric Company .... 

Sargent & Lundy, Engineers 

Schulman, A. 8., Electric Co., Contractors 

Stone & Webster Engineering Corporation — 
T 


Toeppen, Manfred, K., Engineer ...............-- 


Vv 
Vulcan Soot Blower Corp. 
w 
Weisbach Engineering and Management 
Cerporation 
White, J. G., Engineering Corporation, The — 
40-43 




















RD TRUCKS ON THE ROAD ©@® 


ON MORE JOBS ©@® 


FOR MORE GOOD REASONS 


pS Reliability! 





Colorado Ingenuity — 
plus Ford Stamina— 
ps a Manpower Shortage! | Ser 


blic Service Company of Colorado 
ptes in some of the toughest climate 
ain to be found in America. 

E. J. Graham, superintendent of 
rtation, states that these two Ford 
developed by his people, “have 
to be of untold value in emergency 
he °4-ton unit with boom and hand 
Mr. Graham adds, ‘‘can go practi- 
ywhere and with it, two men can 
le that formerly required four to six 
ecause of the Ford Truck’s ability 
br almost inaccessible terrain, we 
for this work.” 

er manpower-saver, according to 


Hird 


Mr. Graham, is the compressor unit, 
mounted on a Ford Truck chassis, with the 
compressor power supplied by the truck 
engine, instead of the separate compressor 
engines formerly used. This saves use of 
other trucks for hauling men. “We have 
five of this type operating,’ he writes, “‘and 
it is a rare occasion when any of them are in 
for service. They have outstandingly demon- 
strated the ruggedness and reliability of the 
Ford Truck engine.”’ 

New Ford Trucks are now available for 
essential civilian needs. Your Ford Dealer 
will be glad to co-operate with you in obtain- 
ing governmental certification. 


FORD TROCKS 


AND COMMERCIAL CARS 


TRUCK-ENGINEERED * TRUCK-BUILT * BY TRUCK MEN 





REPETITIVE MANUFACTURE “OMMD.c 


bef thet yu cre “oh 


a RM 44 for’ Repetitive Manufactire — is 

becoming a designation of i increas- 
ing importance in’the: purchase*of power trans- 
formers, unit substations, and switchgear, and 
even mobile substations. General Electric applies 
it to those types’and ratings thahare. so_widely 
applicable—and so well-accepted—that we 
can’ build them repetitively. 


In these wartime days, Wk asthe til 
a single order which, of itself,;proves the 
for repetitive manufactures In building | 


‘equipment to a standdrd “design, we c 


plish, important savings in’ Biaginee:ing tn 
the buyer, and in pro 

Uniform operating”. pr, 

establish; costs of maitite 

spare parts'are sure toibe —_ 


As you plan. your fubwid ses 
power ‘apparatus, let usework wit you ¢ 
this route toward lower ifivéstment nd @ 


» ing costs. General Electri y, Se 


5; New-York. 
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